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A GROWTH MODEL FOR A STATE 


HENRY THOMASSEN 


The Prudential Insurance Company of America 


The Industrial Southeast, long a contradiction of terms, is rapidly becoming a 
reality. Even a biased observer must now admit of growth rates in the region 
of Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, 
North Carolina, South Carolina, Tennessee, and Virginia, which exceed the 
rates for the country as a whole. In the 1954-55 period, for example, personal 
income in these 11 states grew by 8 per cent compared with 7 per cent for the 
nation.' Factory payroll increases surpassed national increases in 17 of 21 major 
industries and equalled it in two others.? Further, relative increases in income de- 
rived from manufacturing, trade and services, and contracted construction were 
similarly greater than the United States’ increments.’ Significantly, these re- 
gional leads appear as continuations of 1929-52 long-run trends in which South- 
east per capita incomes grew by 156 per cent while national values were aug- 
mented by only 96 per cent! and in which Southeast manufacturing employment 
rose by 76 per cent while for the nation the increase was but 54 per cent. Ad- 
ditional evidence of accelerated industrial development could readily be cited.® 
Here, however, it needs only be established that the Southeast has and is cur- 
rently experiencing a relatively rapid rate of economic growth. 

While the region grows, it ought not to be assumed that each member state is 
similarly affected. The industrialization of Georgia, for example, will not follow 
the same pattern or pace as that of Tennessee. Indeed, each state’s businessmen, 
journals, and newspapers, report with certainty and enthusiasm that their case 
is unique.’ The purpose of this paper is to evaluate the merits of such conten- 


“Personal Income by States in 1955,”’ Survey of Current Business, August 1956, p. 12. 
2 Ihid., p. V3. 
Thid., p. 12. 
* Regional Trends in the United States Economy (Washington: United States Department 
: of Commerce, 1951), pp. 31, 34. 
Stefan H. Roboek, “Industrialization and Keonomic Progress in the Southeast,” 
Southern Economic Journal, April 1954, XX, p. 3il. 
See, for example: Roboek, “Industrialization and Meonomie Progress in the Southeast,” 
e pp. 302-307; Regional Trends in the United States Economy, pp. 31-35; Harnet L. Herring, 
Southern Industry and Regional Development (Chapel Hill: University of North Carolina, 
1940); Albert Lepawsky, State Planning and Economic Development in the South (Washing 
ton: National Planning Association, 1949); G. W. Forster, “Southern Agricultural lLeonomy 
in the Post War kira,’ Southern Economic Journal, July 1946, XU, pp. 65 71; Roboek and 
Glenn bh. MeLaughlin, Why Industry Moves South (Washington: National Planning Associa 
tion, 1949); Calvin B. Hoover and B. UU Ratehford, Rconomic Resources and Policies of the 
South (New York: Maemillan Company, 1951). 
7A most elaborate document proclaiming the peculiar growth advantages of a given state 
is, North Carolina: Industrial Location Factors (Raleigh: University of North Carolina, 
1956). 
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tions. Specifically, this is an attempt to develop an approach to the study of the 
economic potential of a single state, Georgia, within a given region, the South- 
east. It is hoped that this approach may be of use in similar considerations of 
other states in other regions. 


1. THE METHOD OF APPROACH 


Traditionally, a work of this kind begins with a detailed description of a 
state’s resource base. Included are vivid details of the geographic features, 
mineral deposits, agricultural outputs, drainage systems, transportation facili- 
ties, power supplies, population characteristies, and so forth.* This approach is 
certainly not without merit. [t is, in faet, the method by which a region may be 
defined.’ Nevertheless, as John H. Dales has pointed out and as is particularly 
true in the short-run, this attack tends to be superficial.!” The physical limita- 
tions to production inherent in any particular resource pattern are easily glossed 
over by an almost unconscious assumption of variable technical coefficients. 
Consequently, an area’s production possibilities come to be represented by « 
smooth transformation curve which suggests that almost any resource pattern 
will support almost any output pattern. As Dales expresses the matter, “At 
times, the eeonomie concept of ‘land’ becomes almost as abstract and nebulous 
as that of ‘eapital.’ 

In an attempt to avoid the failings just deseribed, the Georgian potential is 
herein appraised in terms of (a) the relevant national and regional income in- 
fluences, and (b), in terms of those inherent growth factors suggested by current 
technology and recent location studies. 


il. THE THRORY OF INFLUENCES 


With productive specialization in a state comes a dependence upon external 
income levels. Fluctuations in the effective demand of outside purchasers are 
transmitted to home income and employment values. Nor are export incomes and 
employments alone vulnerable. Local and import industries, through «a multi- 
plier-aecelerator action and reaction chain, too feel the impact of external varia- 
tions. Moreover, the more advantaged in a supply sense any given state, the 
greater is the potential influence of regional and national markets. Where a rela- 
tive supply advantage exists for those goods most desired by the American 
publie and where local industry concentration is geared to this advantage and to 
the income thus attracted, there is the opportunity for maximum growth in in- 
come and employment levels. By the same token, there too is there greatest room 
for detriment. This is as true for the “natural” advantage as for the one created 
by government subsidies, government spending and purchasing patterns, or by 
tax and control policies. 

* See, for example: Hoover and Ratchford, op. cit. 

* Gordon Ro Clapp, The TV As An Approach to the Development of a Region (Chicago: 
University of Chieago Press, 1955), p. 8. 

John H. Dales, “Fuel, Power, and Industrial Development in Central Canada,” 
American Economic Review, May 1953, p. 

" 
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To be of significance, therefore, state economic potential must be viewed 
within the general limits of the national framework and within the narrower 
limits of the region. The region, itself influenced by the nation, in turn affects 
included states. The magnitude of its influence will depend upon the magnitude 
of the state’s supply advantages. If the most advantaged production responds to 
a national market, industries characterized by lesser advantage will depend upon 
regional demands, and the least advantaged outputs will react to local demands. 
The latter, influenced by the multiplier-accelerator effect of national- and regional- 
export industries as well as by local outputs, will be greater the more specialized 
is the state’s productive organization in advantaged outputs. 

In general, the greater the relative advantage in production and supply of a 
nationally desired good or service, the smaller is the influence of the region and 
the higher are the possible income and employment levels of the state. On the 
other hand, the lesser the advantage, the more important the demands of the 
region and of the state itself become. 


It. THE GROWTH MODEL 


A. Location Analysis 


In order to appraise Georgia’s industrial potential, its dependence upon na- 
tional and regional aggregates must first be determined. This involves, in es- 
sence, an analysis of Georgia’s advantages in supply. A precise evaluation is be- 
yond the seope of this article. However, an approximate determination may be 


made by considering the relative employment concentrations in the various indus- 
tries.” That is, if Georgia has a greater proportion of its employed people working 
in any given industry than does the nation (or region) as a whole, then it may be 
concluded that Georgia has a relative advantage in this line of production. Fur- 
ther, that industry may be judged an “export” industry to at least some degree. 
Conversely, if the proportion employed in a given type of production in Georgia 
proves to be below that of the nation and of the region, that output must be 
judged basically “local” in nature. Finally, if Georgia’s proportion employed 
in any given industry is less than that of the nation but greater than that of the 
region, the industry may be classified as “export” to the region. export indus- 
tries may of course produce for the local market as well. Nevertheless, the rela- 
tive supply advantages tie their growth beyond that associated with local popu- 
lation and technological gains to external income magnitudes. 

The assumptions inherent in this analysis demand immediate and explicit 
statement. Initially, the location quotients deseribed above involve the implicit 
assumption that supply advantages stem from factors other than area differences 
in the productivity of labor or in the techniques of production. Secondly, it is 
accepted that areas do specialize in the sense of employing more units of labor, 
in the outputs in which a supply advantage is held. Finally, the location quotient 

This concept has been widely employed. See, for example: Wassily Leontieff, et al., 
Studies in the Structure of the American Economy (New York: Oxford University Press, 1956), 
p. 96 ff.; George H. Hildebrand and Arthur Mace, “The Employment Multiplier in an bx 
panding Industrial Market ,”’ Review of Economics and Statistica, August 1950, XX XTL, pp. 
241-249; Herring, op. crt., p. 10 
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TABLE I 
LOCATION QUOTIENTS: GEORGIA, 1954° 


Quotient Value” 
Industry Classification® 


Agriculture Local 
Mining Local 
Construction Local 
Service and Miscellaneous Trade Local 
Transportation, Communication, and Utili 
ties 
Printing and Publishing Local 
Chemicals Local 
Furniture and Fixtures Local 
Primary Metals Local 
Fabricated Metals Local 


Local 


Wholesale and Retail Trade Export (SE) 
Manufacturing Export (SE) 
Durable Goods Export (SE) 
Food and Kindred Products Iixport (SE) 
Transportation Equipment Export (SE) 


Lumber and Wood Export (US) 
Apparel Export (US) 


Paper and Allied Products Iexport (US) 


Export (US) 
export (US) 


Non durable Goods 
‘Textiles 
“ The location quotients A, B, and © are defined as, 
Total Bua GA, 
re 
(US — GA), 
Total Eps ga) 


A= 


SE, 


= 


Ay 

C= 

(SE — GA), 
where is employment in a given industry in Georgia (GA) and where Eg 4 signifies 
total employment in all industries (including agriculture) in Georgia. 

(A) is essentially Leontieff’s, jy, the proportion of total national output of the national 
commodity (g) produced in region (j). (Leontieff, pp. 96-97 ff.) 

* (41) means greater than one, (—1) less than one, and (1) represents one. 

© BExport (SE) means that (i) is export-oriented to the Southeastern region excluding 
Georgia. Similarly, for Export (US) for any (1). 
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is assumed to represent a realized supply advantage circumstance rather than 
one being approached. 

In accord with the foregoing analysis, three specific location quotients are 
herein employed to classify leading Georgia industries (See Table 1). ‘The quotient 
(A), as defined in the table, compares the relative concentration of labor in each 
of the principal Georgia industries with the national employment ratio for the 
- same industrial group. A coefficient of greater than one (less than one) thus in- 
dicates a national supply advantage (disadvantage) for the Georgia producers in 
a given industry. Similarly, coefficients (B) and (C) measure regional advantages 
in the nation and state advantages within the region respectively. Thus, by 
considering the values of these three quotients, the local, export-S/, and export- 
US classifications are determined, 


B. The Employment Functions and Multipliers 


Having indicated the national, regional, or local dependency for growth of the 
chief Georgia industries, it is possible to use a simple regression analysis to de- 
termine, on the basis of the 1947-54 period, the levels of employment that 
correspond to any given value of the independent income variables. That is, it 
becomes possible to formulate employment functions and multipliers as listed 
in Table IL. The former simply express the level of employment in a given indus- 
try in terms of the independent income aggregate indicated by the location quo- 
tient for the industry. Thus, employment in a (’S-export industry is made a fune- 
tion of national income outside Georgia. Clearly, however, the functionality is 
found in the location analysis; it is merely specified by the regression relation. 
The employment multipliers, derived directly from the employment functions, 
measure the rates of change of industry employments with respect to the relevant 
income variables. In studying the rate of state economic growth, these multipliers 
will prove of particular import. 


C. The Model 

The employment functions and multipliers (Table I), based upon location 
quotients (Table 1), form the structural elements of a growth model which ex- 
presses Georgian potential in terms of three exogenous income variables, 


IV. THE INTERPRETATION OF THE MODEL 


Using the dependencies already set forth, it is possible to project the relevant 
independent income variables and to indicate the impact of this projection 

“ upon employment in the various leading industries, and subsequently, upon the 
total Georgian employment picture." 


"8 Employment and income values used throughout this analysis were obtained directly 
or derived from the following sources: Georgia Employment and Earnings by Industry, 1947 
52, 1952-63, 1954-55, Department of Labor of Georgia; Statistical Abstract of the United 
States, 1952, 1955, 1956; Economic Indicators, June 1956; Survey of Current Business, August 
1953, August 1954; Business Statistics (Washington: United States Department of Com- 


merce, 1955). 
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TABLE II 
EMPLOYMENT FUNCTIONS AND MULTIPLIERS: GEORGIA, 1947-1954 


tion’ (Eraa) | 


dy 


Non-durables O310Y + 131 0.310 
Apparel OASLY + 0488 0.131 
Paper and Allied Products. — 560) | 0.071 
Textiles | + 108 0.001 
Lumber and Wood , 494 — 0.023Y —0.023 


Manufacturing 7.16Y + 102 7.16 
Wholesale and Retail Trade F 601Y + 205 6.04 
Durable Goods f 414Y — 224 | 4.14 
Transportation Equipment ) = 286Y — 64.8 2.86 
Food and Kindred Products OS27Y + 8.84 0.827 
Automobiles — 55 0.447 


CGovernment® "a 23.8Y + 44.7 23.8 
Construction 126Y + 0.025 12.6 
Service and Miscellaneous F 9.36Y 48.6 9.36 
Transportation, Communication and 
Utilities 164y M49 4 
Furniture and Fixtures + 1.95 50 
Fabricated Metals ‘ 136Y — 0.300 36 
Printing and Publishing . | 121Y + 3.31 21 
O7TS6Y + 6.78 786 
214 
143 


Chemicals 
Mining = O.214Y + 3.75 


| 
Primary Metals OMSY + 3.290 | 
Agriculture B= 49 — 4.86Y 

* Income values are expressed in billions of 1947-1949 dollars in each ease. (See the index 
for final producers’ and consumers’ goods for 1947-1954 in the Statistical Abstract of the 
United States, 1956, p. 123.) Also, Yous refers to (Yous — Yaa) and Vee refers to (Yse — 
Yuya). Employment values are expressed in thousands of workers. 

’ Since the Location Quotients (Table I) indicate a dependence (though not complete) 
of Ey on Y,, these relationships may be thought of as functional. 

© The relationship in this instance is more properly regressional than functional. Never- 


theless, it is enlightening to consider Ey relative to Yaa . 


A. Industry and Industry-Group Projections 

Industry employment projections are presented in Tables IIT, IV, and V. 
Although the results are in the main self-explanatory, some of the conclusions 
illustrated deserve underlining. 

The United States Oriented Export Industries. Assuming continued annual 
growth rates in Georgia nonagricultural employment and United States income 
of 2.9 and 4.9 per cent respectively, it appears that the ratio, hy,./Moa*, will 
decline by 1960. This is in spite of high relative growth rates in Paper and 


By), represents Georgia employment in US export industries and Eg,4* represents 
Georgia nonagricultural employment, both in thousands of workers. 
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Independent Employment 
Mulitplrer 


TABLE III 


EX pg » 1954, 1960 


1960 


(%) 

Non-durables © 210 | 238 23.5 22.5 27.5 13.1 

Apparel 36.2) 47.8 | 4.07 4.52 11.6 32.0 

Paper & Allied Products 13.7 20.0) 1.54 1.89 6.30 46.0 
Textiles 103108 11.6 9.75 0.089 0.00 
Lumber & Wood | 38.7 36.8 4.34 3.49 —1.94 ~ 5.00 

Total4 | | 208 | 21.5 19.6 16.0 8.08 


® each case is found by taking the sum of and AF in turn is the 
product of the relevant employment multiplier (Table Il) and the change in Vy s over the 
1954-60 period. The latter has been projected at its average annual rate of increase (using 
1947-49 prices) from 1947-54 of approximately 4.99%. AY Equals 88.7. 

* Baa* represents Georgia nonagricultural employment in thousands. It has been pro- 
jected at its average annual rate of increase from 1947-54 of approximately 2.9%. AB g.* = 
167. 

© Non-durables include Food and Kindred Products, Textiles, Apparel, Paper and Allied 
Products, Printing and Publishing, Chemicals and Leather. 

4 The category of Non-durables is not herein ineluded since this would involve double 


counting. 


TABLE IV 
IMPACT OF SOUTHEAST ORIENTED EXPORT INDUSTRIES 


EXgy: 1954, 1960 


| | AR, 
| 


| 


1954 


(104) (108) (%) (108) (%) 
60.1 19.4 
| 


Manufacturing 310 370 | 34.8 35.0 
Wholesale and Retail - | 202 253 22.7 23.9 | fO.7 25.1 
Durables’. 100 137 13.0 | 37.0 87.0 
Transportation Equipment 24.0) 48.0); 2.69 | 4.54 24.0 100 
Food and Kindred Products. 34.2 41.2; 3.84 3.00 6.95 | 20.5 
Automobiles S00 1.12 3.75 | 46.9 
Total’ 260 | 32.3 | 82 | 31.6 


is found in each case by taking the sum of and in turn is the 
product of the relevant employment multiplier (Table Il) and the change in Ys, over the 
1954-60 period. The latter has been projected at its average annual rate of increase (using 
1947-49 prices) from 1917-54 of approximately 4.4%. SV see equals 8.40. 

® Durables include Lumber and Wood Products, Furniture and Fixtures, Stone and Clay 
and Glass, Primary Metal Products, Fabricated Metal Products, Machinery (except electri 


eal), and Transportation Equipment. 
© The total includes only the industrial categories of Wholesale and Retail, Transpor- 
tation Equipment, and Food and Kindred Products to avoid errors of double counting. 
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IMPACT OF US-ORIENTED EXPORT INDUSTRIES 

| | 
| | | 
SE, 

| | 
1960 
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Allied Products and Apparels. In terms of relative contributions to Georgia 
nonagricultural employment over the 1955 60 period, Apparels leads the group. 
In absolute terms, for the same period, Non-durables as a whole add 27,500 
workers, Apparels add 11,600, Paper and Allied Products add 6,300, and Textiles 
add slightly less than 100 workers. Lumber and Wood Products alone register 
an absolute decline, this in the amount of approximately 2,000 workers. 

The Southeast Orvented Larport Industries. The Southeast oriented employ- 
ments, without exception, show an increase in relative importance over the 
1955 60 era. These projections are based upon a continued rate of growth in 
Southeast income and Georgia employment of 4.4 and 2.9 per cent respectively. 
The greatest increase in relative importance is indicated by the Transportation 
equipment Industry.!® (It should be noted that the growth in Durable Goods 
is primarily the result of the growth in ‘Transportation Equipment.) The greatest 
absolute contribution, however, is that of the Wholesale and Retail Trades, an 
increase of almost 51,000 workers. The Food and Kindred Products Industries 
and the Automobile Industry add approximately 7,000 and 4,000 workers respec- 
tively. Special attention should perhaps be drawn to the exceptionally high 
growth rate of ‘Transportation Equipment, and of one of its components, Auto- 
mobiles. 

The Locally Oriented Industries. The locally oriented industries as a whole, 
despite positive but comparatively low individual growth rates, decline relatively 
over the 1955 60 period. This assumes a continued annual growth rate in Georgia 
income and nonagricultural employment of 5.5 and 2.9 per cent respectively. 
Jndustries showing relative gains are Construction, Fabricated Metals, Furni- 
ture and Fixtures, and Printing and Publishing. On the other hand, Agriculture, 
‘Transportation, Communication and Utilities, Service and Miscellaneous, Chemi- 
cals, Mining, and Primary Metals indicate relative declines. The greatest: abso- 
lute contribution is made by Construction, an addition of over 20,000 workers. 
Service and Miscellaneous, despite a relative decline in importance, significantly 
adds 15,000 workers. The largest contribution, if its employment continues to 
grow functionally as indicated in Table [TL would be the 38,000 addition by 
Government, The lone absolute decline in the group is in Agriculture where work- 
ers Will number nearly 8,000 less in 1960 than in 1954. 


SUMMARY 


The Georgia nonagrieultural employment growth rates of the 1947-54 period 
can be maintained in the 1955 60 era only if industry growth rates are acceler- 
ated, Onee again, it is the old setting in which one must run in order to stand still. 
The potential for running in Georgia is a part of the study of the general growth 
relation next to be considered. 


© The Federal Government contracts with the Lockheed Aireraft Corporation at Atlanta 
has here given Georgia an “artificial” supply advantage of the type suggested earlier in this 


paper 


FOR A STATE 


A GROWTH MODEL 


B. The Aggregate Growth Projection 
The Employment Growth Relation. Utilizing the functions and data provided in 

the preceding tables, it is now possible to coordinate the structural elements 

of the model! into a single growth relation for the Georgian economy. 

Initially, 


t 


t 
(1) Ey = Exyy + + Ew t+ | 
54 


where /, represents total Georgian employment, G represents the annual inde- 

. pendent employment increment of Government, and €’ represents the annual 
increment in local and export employments stemming from random influences 
not active in the 1947-54 period. Then, the rate of growth of Georgian employ- 
ment per year for the 1955-60 period may be thought of as 


(2) BE, + E xs, + Ey +G+ U, 


where 


Ok y Oh y Oh y 
(33) IE x14 (Expy) + aE (Exyy) + (Kaa). 
Combining Equations 2 and 3, 
(4) hk, Exus + + iu ( + + ) + G + 
Exes You 
dy Us dy SE dy GA 


Relations 4 and 5 represent the general form of the growth equation for Georgia. 

Incorporating the particular growth coefficients of the dependent variables 
(Table 11), the growth relation may now be expressed specifically in terms of 
the three independent income variables. That is, : 


(3) E, = 0.180% vs + + 0464 


4s 


Further, using the values ineluded in Equation 6 and calculating the rates of 
growth of the independent income variables (Tables IIL, IV, and V) to be 14.8, 
° 1.40, and 0.267 respectively, the growth relation based on the 1947-54) period 


becomes 
(0.180)(14.8) + (9.73) (1.40) 
+ (23.9) (0.267) (0.376 4+ 0.073 + 0.155) +4 G 4+ U 


(7) 


(8) 266 4 15.6 4 385 +4 G4 0, 


= 


The magnitude of the second terms in Equations 7 and 8 depicts clearly the 
high relative importance of employments directly influenced by growth in South- 
east income levels. This dominance was also suggested in the industry-group 
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forecasts of Tables III, [V, and V. In addition, the values of the A, B, and C terms 
in Mquation 8 indicate the greater importance of support industries, that is local 
industries tied to export employment growths, in the case of United States export 
employments and the much lesser importance of Southeast export employments 
in the same connection. Since national export industries tend to be primary in- 
dustries and industries in which the state has its greatest supply advantages, 
such an impact is certainly to be expected. Indeed, it was suggested earlier in 


this paper. 
Finally, if Government employment behaves functionally as shown in Tables 
and V, Equation 8 becomes 


(9) = Wl + 644 0, 
©. The Growth Factor (G) 


In the general form of the growth relation, (G) and (47) are isolated as inde- 
pendent exogenous factors. The isolation of (G) is similarly indicated in ‘Tables 
Hand V. These magnitudes have been detached from the model per se because 
of their general as opposed to their particular indeterminacy. 

In the case of Government employment, there is certainly no question as to its 
dominance, During 1054, for instance, it made up about 17 per cent of the 
state’s nonagricultual employment. Too, the Government employment growth 
rate ranks fourth among the locally oriented growth rates listed in Table V. 


TABLE V 


IMPACT ©F GRORGIA ORIENTED INDUSTRIES 


My 194, 1900 


a’ 


Ky 


1960 


Construction 67.5 
Service and Miscellaneous 
Transportation, Communi 


cation, and Utilities 


Furniture and Fixtures 


Fabricated Metals 
Printing and Publishing 
Chemicals 
Mining 
Primary Metals 
Agriculture 
Government 

Total 


By is Calculated as in Tables and IV. has been projected at its average an- 
nual rate of inerease (using 1947-49 prices) from 1947-54 of approximately 5.59. SV gaye 


in 16 


7.48 
11 
11.0 
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1.05 
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Ou O95 23.6 
110 14 26 
0.52 | 7.39 
23 7.05 
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Further, it aecounts for almost one-fifth of the aggregate rate of growth depicted 
in Equation 9. Nevertheless, despite its magnitude, the rate of growth of Govern- 
ment employment is determined by discretionary action not necessarily con- 
sistent with respect to circumstances. Therefore, Government employment, not 
a functional value as other industry employments, must be separately con- 
sidered in every projection. An allowance for any expected deviation from the 
calculated forecast of the type presented in Table IT can then be made in (@). 


D. The Growth Factor (U) 

The growth factor (1) is a coeflicient designed to correct the aggregate growth 
rate for changes in technology, the rate of population growth, or other random 
influence whose effect is not incorporated in the rates of change of the dependent 
and independent variables in the 1947-54 period. 

Technology. Vechnological changes are no doubt the most important elements 
of the factor (1°). That is, technological changes, introduced during the projection 
period, may alter the relative supply advantages for Georgia so that the agre- 
gate growth rate becomes an understatement or an overstatement of the actual 
rate. Occasionally, the impact of such innovations can be foreseen and, in these 
Cases, an appropriate adjustment of (0°) will correct the aggregate growth rate, 
But, a word of caution is in order. The value of the projective model herein 
developed can be no greater than the validity of the term values used. Conse- 
quently, emotionalized “guesstimates” for (0°), as for (G), must make the entire 
model superfluous. 

Coming to the Georgia case specifically, (1°) must be made positive, zero, or 
negative inoso far as technological innovation can realistically be foreseen in 
existing industries or in new industries within the forecast period. The potential 
in these two categories then demands investigation, 

Keristing Industry Growth Acceleration. the existing Georgia industries, 
Paper and Allied Products has gained a popular reputation as one offering much 
promise. This industry depends upon a national supply advantage for its growth, 
This advantage, in turn, is important only because technological advanee and, to 
aomuch lesser degree, population growth,!® have expanded United States’ paper 
consumption by 2.7 per cent per year since World War IL, and indeed, have 
increased per capita use of paper from 58 pounds in 1899 to 41S pounds in 1955.7 
Significantly, these increases have been reflected in a 6.5 per cent average annual 
increase in the industry’s employment in Georgia since 1945. Continued tech- 
nological advance could provide more growth acceleration. However, leading 
executives in the industry feel that the relevant rate of technological improve- 
ment is already declining somewhat and that a levelling off of the rate of growth 
is in prospect." To the extent that such views are representative of the industry, 


1 Philip Dobbs, “The Paper Industry,’ The Magazine of Wall Street, September 20, 1956, 
p. 24 ff 

The American Pulp and Paper Association, cited by: Clarence W. Wilson, “Pulp and 
Paper in the Upper Lakes Region,” Federal Reserve Bank of Minneapolis Letter, July 1956, 
p.3 

* Dobbs, op. crt., p. 24. 
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the Georgia growth in Paper and Allied Products employment will do well to 
maintain its projected rate, far less surpass it. 

Textiles, popularly termed a “spent industry,” is designated in the model as 
one featuring minor employment gains. Technological comment suggests that, 
although its low rate of growth is not likely to be altered significantly in the near 
future, any variations manifested will probably be positive in direction. The note 
of encouragement is found in the vast diversification of textile uses. ‘‘ Beneath- 
the-surface” employments such things as vinyl upholstery in automobiles, pas- 
senger coaches, and airliners, rubber hoses, conveyor belts, plastic reinforcements, 
storage vats, and air-plane cloth — now account for 30 per cent of textile outputs.!" 
In the rubber industry alone, one pound of textiles is consumed for every three 
pounds of rubber? Thus, though synthetics are making inroads, the textile 
industry views a continued high level of output and a moderate absolute growth 
to match increases in population and mass purchasing power.“ For Georgia, the 
outlook is brightened somewhat. Still, a positive (1/,) seems unjustified. Indeed, 
the small but continued increases in Textile employment, as forecast, are merely 
upheld by these technological considerations. 

Agricultural employment might be boosted somewhat if the often mentioned 
“diversifieation of outputs” could be realized. Proponents view tree crops as an 
element of strong potential, Although this pursuit may become important, it 
seems unlikely to do so by 1960. Georgia net per capita farm income still ranks 
seventh among the Southeastern states.” Its crop yields still fall below half 
of the national average.” Currently, at least, there thus appear to be no compel- 
ling grounds for ((',) adjustments on agriculture’s behalf. 

Perhaps Georgia’s Transportation Equipment Industry especially and South- 
east oriented industries in general will feature accelerated growth rates if tech- 
nological change results in a more rapid industrialization of adjacent states, 
Florida in particular, Currently, Florida registers relative gains in population 
which are third highest in the nation.“* Simultaneously, an influx of Northern 
industry, a developing cattle industry, and the expanding citrus and tourist in- 
dustries,? give the southern Georgia exposure much market potential. Neverthe- 
less, though Florida and the Southeast continue to grow, there is today nothing 
to indieate a rate of growth sufficient to demand a ((',) adjustment. 

In summary, the ease for predicting accelerated technological advance in 
existing industries may be briefly stated. Primarily, it is not denied that tech- 
nological growth in the leading Georgia industries, representatives of which 
have been considered, is forthcoming. However, despite the claims of interested 
non-participants and dazzled optimists, Georgia business representatives — the 


Thirty Pereent of Textiles Serve Industry,”’ The New York Times, October 14, 1956, 
p Fl 

20 

* Standard and Poor's Industry Survey: Tertiles, 1956, p. 70 

*# The Farm Income Situation, United States Department of Agriculture, 1956, p. 59 

“™ ROP. Brooks, Georgia in 1960 (Athens: University of Georgia, 1950), po 1S 

™ “Growing in the Sun: Florida,”’ The New York Times, October 14, 1956, p. 70 
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doers in this case--give no positive indication of significant innovation in the 
next few years. Lacking such signs, there is insufficient reason to introduce a posi- 
tive or negative increment in the aggregate growth relation. 

New Industrial Potential. Ui the Southeast market cannot be assumed to grow 
very much beyond its projected rate during the years 1955 60, new industry 
employments not already included in the aggregate growth relation must come 
chiefly in material oriented introductions. These industry employments, it will 
be reealled, are of low US-income elasticity (Table IL). Further, as shall be stated 
later, enterprises in this eategory typically have low labor to capital ratios. ‘Thus, 
despite the relatively high elasticity of associated local employments (indicated 
by the (A) factor in Equation 7), rather a large influx of businesses of this type 
would be necessary to affect the Georgian growth rate appreciably. 

Among the realistic possibilities are industries which use water as an energy 
source and as a productive service directly. Regarding the former, Dales has in- 
dicated that a region limited in fuel resources will be able to support only a very 
narrow range of primary industry. Further, such industries must center around 
a few electro-process operations.“® This follows directly from the fact that vir- 
tually every product of modern industry requires heat as a factor of production 
at one or more stages of its manufacture. Moreover, there is very little substituta- 
bility between heat and power. Hence, though the market and the labor force may 
be important to plant location, their importance is determined by the existing 
technology. An analysis of material oriented industries must allow for the 
demands of rather rigid technical coefficients. In essence, therefore, Georgia can 


attract only those industries for which it has the appropriate fuel and power 


combinations. 

Superticially at least, several electro-process industries appear as possibilities, 
The Federal Power Commission has discovered that the magnesium industry 
uses 20,000 kwh., aluminum 18,000 kwh., phosphorous 15,000 kwh., and silicon 
varbide 0,380 kwh. per output ton? In contrast, the paper and pulp industries 
use 472 and 375 kwh. respectively.” But, the higher the power per ton require- 
ment, the lower the associated employment.2" For the American industries as a 
whole, 5.8 kwh. per man hour are employed.’ In the pulp industry, 45 kwh. are 
used while in the aluminum industry 645 kwh. are required.“ Thus, even if 
technology allows Georgia to develop an abundance of hydro-power (or electric 
power in general) in the next few years, any industries attraeted would likely add 
but little to total employment. Again, the ((7,) factor remains at zero. 

Nor is it certain that power supplies could attract industry. Natural gas, oil, 


26 Dales, op. cit., p. DS6. 

2 Power Requirements of Electrochemical, Electrometallurqieal, and Allied Industries, 
Federal Power Commission, 1938, p. 14. 

* kdwin J. Cohn, Industry in the Pacific Northwest and Location Theory (New York: 
Columbia University Press, 1955), p. DIS. 

29 Jhid., p. 

Thid., p. 

p. 11S 
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coal, and lignite are replacing hydro-electric power in aluminum reduction.” 
Also, even in the case of the electro-process industries where power costs amount 
to 25 per cent of total production costs, the Washington experience suggests that 
cheap power is not a dominant luring foree.“ In other industries where power 
costs are minor (0.75 per cent in food processing, for instance), their importance 
in plant location is probably even further diminished. 

As a productive factor, water offers little more promise to the Georgia em- 
ployment picture than it does as a power factor. Water is relatively abundant in 
many areas of the nation and has not yet been revealed as an attracting force of 
consequence. Nor does this overlook the facet that sulphate paper production re- 
quires approximately 60,000 gallons per output ton, or that oil refining uses 
almost 19 barrels of water per barrel of output.*®° Nevertheless, in Georgia’s de- 
velopment, as elsewhere, technology puts water far down the priority list. 

‘The foregoing is not posed as an exhaustive appraisal of Georgia’s resource 
potential, It is only a sample evaluation of those possibilities which currently 
stand out. Too, it is an appraisal in terms of the ruling technological require- 
ments. On this basis, the outcome is clear. In the area of new industrial develop- 
ment, as in the area of existing industry acceleration, there is on the five vear 
horizon no impending innovation which demands a positive increment in the (0°) 
coeflicient, 

Population Growth, Beenuse nonagricultural employment has been growing 
more rapidly than population in Georgia in the 1947-54 period (2.9 per cent com- 
pared with 2.0 per cent), one might expeet, if the trend continues, an eventual 
decline in the employment growth rate. Up to the present, this limiting in- 
fluence has been avoided by the absorption of the unemployed and partially 
unemployed into the program: of industrial expansion. However, at some time in 
the future though not likely by 1960, a (1),) coefficient may have to be introduced 
to allow for such previously non-affeeting population influences. 

Other Random Factors. Wneluded in that long and indeterminate list of forces 
which might conceivably and significantly affeet the aggregate growth projec- 
tion is that which concerns changing demand patterns. As United States, South- 
east, and Georgia incomes increase, demands may shift towards goods in which 
Georgian has supply advantages.*® Out of the same incomes, even, the American 
public may demand more apparels, more textiles, and more paper products. 
Southeast dwellers may demand more automobiles, more of the processed food 


products peculiar to Georgia production, and simply more goods (wholesale and 


retail) in general. Loeally, higher proportions of income may suddenly go to 
coustruction, services, fertilizers, and transportation and the like. But, remenber- 
ing that the model gives a series of short-run projections, it is only the sudden 


#1 W. Wilson, “Loeation Paetors for the Aluminum Industry,’ Industrial Development, 
September, 1956, p. 45 

"Ind, 

“Cohn, op. ert., po 

Michael Straus, Why Not Survive? (New York: Simon and Sehuster, 1955), p. 65. 

Moore, “Regional Reaction Paths,”” American Economic Review, May 


1955, N\LV, p. 


A GROWTH MODEL FOR A STATE 137 


changes in the propensity to consume for which a ((’,) coefficient must be intro- 
duced. In general, income elasticities are slow to change. Thus, the trends in 
spending patterns will in most cases be contained in industry, industry-group, 
and aggregate projections of the model and no compensating coefficient will be 
required, 


Ek. The Independent Income Variables 


The scope of this paper does not allow a consideration of the multiplier- 
accelerator effects of changes in F'y,., Exy,, and By on You, Ysa, and Vous, 
nor an evaluation of the impact of new technology, government policy, or inter- 
national climate upon these same income variables. Instead, the income variables 
are assumed to be independent and are expected to increase in the next five 
years at the same average annual rate as in the past ten years. Clearly, this need 
not be the ease. To the extent that it is not, the predietive value of the model 
must suffer. Fortunately, however, accelerated rates of change in national in- 
come are most frequentl associated with increased government expenditures 
and can be allowed for by changing the income values used in the growth rela- 
tion. In this adjustment, past inter-income relationships must serve as the 
guide 

Should a decline in the rate of change of national income be foreseen, the fore- 
casting value of the model probably disappears. That is, there is no reason to be- 
lieve the funetional relations herein contained are reversible. Hence, only when 
increases in United States, Southeast, and Georgia incomes can be judged and 


only when increases are deviations from the growth rates employed in the growth 
functions ean the independent income variables be adjusted to predictive ad- 
vantage. Wishful inerements can of course serve no good purpose. 


V. CURRENT LOCATION STUDIES AND THE MODEL IN REVIEW 


The attempt in this section is to consider the implications of recent location 
studies for the model that has been constructed. 

Market Oriented Industrialization. The rates of growth of market oriented 
(Southeast oriented) employments have been shown to be greater than either 
nationally or locally oriented groups. Similarly, the importance of the Southeast 
has been clearly indicated in the general growth relation. Therefore, it is reason- 
able to expeet that industries which come to Georgia primarily because of the 
presence of the Southeast market, rather than for reasons of unique supply ad- 
vantages should dominate current and expected industrial influx, The fact that 
recent industry location studies of Georgia and the Southeast do depict such a 
domination is then strong support for the theoretical framework which has 
been constructed. 

Of the eighty-eight Post World War IT plants built in the South, MeLaughlin 
and Roboek found 45 per cent of them to be market oriented.” James Dahir 

The values of dVg4/d¥ , ng , and d¥ g4/d¥ pg in the 1947 54 period were 


0.159, 0.107, and 0.017 respectively 
MeLaughlin and Robock, op. eit., po 5 
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similarly found markets to be far more important than either labor availability 
or material and energy supplies.“ Carl W. Moeller, General Electric Appliance 
Motor Department Manager, in the same tone, specifies proximity to Southern 
customers as the chief determining factor in locating his new plant at Murfrees- 
boro, Tennessee” Likewise, market orientation has brought the Westinghouse 
transformer plant to Athens, Georgia.“ 

Of as much importance for the support of the model is the fact that market 
oriented plants in general add more to employment than do labor oriented or 
material oriented units.” This helps to explain the high growth rates in employ- 
ments in the Southeast oriented industries (Table I) and the high numerical 
value of the “Southeast” term in the general growth relation. Specific examples 
of these market oriented plants with high labor to capital ratios are the organiza- 
tions of the International Harvester Company at Memphis, Tennessee, the Cela- 
nese Corporation at Rock Hill, South Carolina, and the General Motors and Ford 
establishments at Atlanta, Georgia.” It should be noted too that these cases 
represent industries which were classified in the model as Southeast oriented. 
Again, empirical support for the theoretical structure is provided. 

Factor Oriented Industrialization. Among the factor oriented plants, and for 
Ceorgia this means labor oriented plants in particular, MeLaughlin and Robock 
cite members of the Apparel, Textiles, Lumber and Wood, Paper Products, 
Mlectrical Power and Chemical Industries.“ The classification of US-export in- 
dlustries is once more upheld. 

Local Industrialization. Significantly, the industries which have here been 
judged as local in nature do not figure in the location studies. Implicit: support 
for the classification of the model is therefore again provided. 


VI. AN EVALUATION OF THE MODEL 


The model of this paper is one which attempts to predict near future events 
by tracing developments of the recent past. In a word, it is past-minded. Empha- 
sis is upon What has recently been, what is, and what can be realistically foreseen. 
Pleasant speculation is decried, not beeause it is necessarily inaccurate, but be- 
eause it is inconsistent and without rational basis. Intuitive forecasts do not 
connect the future to the present and past by a chain of causal events. The model, 
on the other hand, projects present relationships in accord with past behavior 


patterns. Forecasting, thus viewed, requires frequent re-evaluations of current 


trends and a series of short-run predictions. 

Though demanding frequent reapplieation, the model uses data easily ob- 
tained. Further, calculations are simple and no particular mathematical skill is 
involved. Finally, the limitations and implicit assumptions are readily kept in 
mind to temper every projective interpretation. 

James Dahir, Region Building (New York: Harper and Brothers, 1955), pp. 91-92. 

Manufacturers record (Atlanta, Georgia), September 1056, p. 

" po 16 

MeLaughlin and Roboek, ep. pp. 26-28 

Phid., p. 27 
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Nevertheless, despite its inherent advantages, several frailties appear in the 
predictive framework here constructed. Initially, the current location quotients 
may not reflect, even approximately, Georgia’s supply advantages. In this case, 
the growth rates may be overstated, understated, or through a compensation 
of errors, be accurate. Secondly, with increasing industrialization, even in a five 
year period, a resort to less suitable factors might reduce the supply advantages 
and hence alter the growth coefficients. Of course, a simultaneous increase in the 
rate of population growth or a decline in the rate of growth of agricultural em- 
ployment might compensate for this adjustment and allow the postulated rates 
of aggregate and group growth. Thirdly, the growth process itself serves to alter 
the functional relationships postulated. Consequently, the need for frequent. 
applications of the device is apparent. This is certainly a nuisance element if not 
a weakness of the scheme. Presumably, however, “projection trends” peculiar 
to the model and to the area of application might be constructed to extend the 
period of projection and to aid in the interpretation of particular forecasts. In 
the fourth place, it must be recognized that empirical support for the structure of 
the model, such as has been advanced in this paper, in no way “proves” a power 
of prediction. The ultimate test for the model must be a comparison of its pre- 
dictions with actual outeomes; only then ean its merits be judged. Finally, the 
model is vulnerable to at least one basie eriticism. Faced with the fact that 
employment multipliers need not represent reliably recurring relationships, and 
recognizing this, new terms, (1°) and (G), have been added to embody the effects 
of random forces. As cautioned earlier, “guesstimate” substitutions will surely 
make the entire model superfluous.” But, the additive terms need not be indeter- 
minate. May we not borrow from the engineer's workbook and assign values in 
accord with experiences of the recent past or of the distant) past involving 
comparable circumstances? The magnitudes of the dependent variables are so 
determined; (0) and (G) can in most instances be judged similarly. 


” 


VIL, CONCLUSION 


The theory of this paper provides a framework for growth projections in one 
state within a region. In no sense is ita device for the reduction of what is termed 
true uncertainty. Only when a probability can be expressed as a numerical magni- 
tude is this tool useful at all. Admittedly, therefore, unique single events, which 
are frequently decisive in state development, are at the same time beyoud the 
scope of this model. But, so they are beyond all forecasting devices except the 
here deeried intuition. Success with the latter of course eliminates the need for 


this proposal. Failure, however, reminds one of the uncomfortable truth that some 


things must happen before they can be foretold. 


David MeCord Wright, ‘Review of Hamberg’s Beonomice Growth and Instatitity,” 
American Review, December 1956, XLVI, po 994 

* Alan So Manne, Scheduling of Petroleum Refinery Operations (Cambridge: Warvard 
University Press, 1956), Ch. IV. 
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It is not too much of an overstatement to say that post World War IT regional 
research has been almost completely dominated by regional applications of 
input-output models. Whatever the form of the variations, the basic input-output 
theme is present. While users of, and writers on, input-output techniques are 
quite honest in admitting its limitations, one does sense a feeling that this 
approach is clearly preferable to other frameworks in attacking regional prob- 
Jems. Indeed, one leading writer in the field of regional analysis notes that, “too 
many of (the economists) tools represent transfers of concepts and methods 
traditionally used by the national-international type of economist.’ It is not 
the function of this paper to put forth the ease for the Keynesian-style “ national- 
international” framework in regional analysis as an alternative form of or sup- 
plement to input-output. This has been done elsewhere.? Rather it is the purpose 
of this paper to review the various operational uses of regional input-output 
analysis. Such a review will not only give the reader some idea of the current 
uses of input-output in regional analysis, but will also enable him to more ade- 
quately judge its possibilities and limitations. 


NATIONAL AND KEGIONAL INPUT-OUTPUT MODELS: SUMMARY VIEW 


The conceptual framework of an open, static input-output model is given by 
Leontief.? The accounting balance equation is given as: 


(1.1) Xi - Lita = Y,. 


Here X, represents the total output of industry ¢@ 2 gives the amount of 7 
products absorbed by industry &. Given the number of industries 1,2 --+ , m; 


* In am indebted to my former colleagues, Stefan Valavanis and Alfred Conrad, now of 
Harvard University, and to Robert Strotz of Northwestern University, for their eriticisms 
and suggestions. By tradition and as a point of fact, | alone am responsible for the errors. 

‘Walter Isard, “The Value of the Regional Approach to Some Basie Kconomie Prob- 
lems,”’ Regional Income, Studies in Income and Wealth, XX1, (Prineeton: Princeton Uni- 
versity Press, 1957), p. 78 

?S8ee Daly, “An Approximation to a Geographic Multiplier,” Economic Journal, 
June September 140, L, pp. 248 58. George Hildebrand and Arthur Mace, “The E:mploy- 
ment Multiplier in an Expanding Industrial Market: Los Angeles County, 1940-47," Review 
of Economics and Statistics, August 1950, XN pp. 241-49. Charles M. Tiebout, “lexports 
and Regional Keonomie Growth,’ Journal of Political Keonomy, April 1956, LXIV, pp. 
65 

* Wassily Leontief, “Structural Change,"’ in Wassily Leontief, et al., Studies in the Struc 
ture of the American Economy (New York: Oxford University Press, 1953), p. 1S. 
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equation (1.1) yields the amount of 7 products going to final demand, that is to 
Y,. 

The structural equations are given by the production coefficients for each 
industry, 

(1.2) Tu = = 1,2, ---, mm. k= 1,2, ---,m. 
where, ay is the production coefficient indicating the amount of 7 needed to 
produce a unit of k. Substituting (1.2) in (1.1) yields: 
(1.3) X,— = 

This system of linear equations may be solved for X, if a bill of final demands, 
Y,, , Ya, is known. 

Regional models have the effect of adding another dimension to national 
models, namely the regions are identified. Y, become ,X,, which represents the 
total output Y, of industry 7, in region r. Here ,.2,, represents the flow from 
industry 7 in region r to industry 7 in region s. If the number of regions r,s = 


1,2 +--+, nis known, the interregional model takes the form, 
pel 


In this equation ,Y, represents the final demand for the produets of industry 7 
in region r. 

Production coefficients are given as, 
ij 
(2.2) states that the inputs from industry ¢ in region r to industry J in region s 
are some proportion of the total production, X, of good 7 in region s. (Note that 
the production coefficient now has a spatial as well as technical component.) 

Total output for the whole system of regions and industries may be deter- 
mined by substituting (2.2) in (2.1) and solving for ,X, . This is the same process 
as used in equations (1.1), (1.2), and (1.3). Pour further considerations apply to 


rely). 


regional models. 

(1) Not all of the sub-boxes come into interregional trade, i.ec., possibly, 
nt — O Such industries as barber shops do not enter interregional trade. 

(2) Regional models, like their national counterpart, may be open or closed. 
Here, however, a greater variety of alternatives exist. Models may be open . 
regionally; for example, households within the region may be part of final de- 
mand. Models may also be closed regionally, e.g., households are endogenous. 
hither of these two possibilities may be combined within a national model 
which, in turn, may be either open or closed. 

(3) Another characteristic of regional models is that they may or may not 
assume technological equivalence, That is to say, the production coefficients, 
equation (2.2), may be assumed the same throughout the nation or they may 
vary from region to region. 
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(4) ‘The final point concerning regional models is that the balance of regional 
payments equilibrium, may be considered. Not all models are concerned with 
this condition. 

Yet the major item to note is that equations (2.1) and (2.2) merely add a 
spatial component to national models. This is important. National models have 
limitations of their own which have been discussed elsewhere.4 Any limitations 
placed on national models also apply with equal force to regional models. Above 
and beyond these limitations, regional models have limitations of their own. 


INPUT-OUTPUT MODELS IN| REGIONAL ANALYSIS 


In general there are three frameworks in which the input-output techniques 
may be used in regional analysis: (1) local impact studies; (2) regional balance of 
payments studies; and (3) interregional flows studies. Other uses may exist, but 
they will not be discussed here. 

tegional impact analysis poses the following question: if a new industry were 
to be located in an area, what would be the total change in the level of economic 
activity ?® One method of studying the total impact is through the interrelations 
of an input-output matrix, Using steel as an example, not only is the expansion 
due toa new steel plant taken into account, but secondary effeets are considered 
as well, Other industries will expand in response to the increase in steel output. 
Some of these industries will agglomerate at the site of the new steel plant whiel 
other inputs will come from outside the region ander consideration. Those which 
do agglomerate, however, are part of the increased activity of the region. Just 
which industries will agglomerate around the new steel plant can only be decided 
on the basis of location theory. Of course, the industries which do agglomerate 
will have input requirements of their own which may be analyzed. 

Regional balance of payments studies have been carried out using input-output 
techniques.® Essentially, these studies seek to show, in a quantified way, the 
relation of a region to the rest of the nation. Thus, for example, an autonomous 
change in the level of exports can be shown to have certain implications for the 
regional economy. 

One of the more interesting applications of this technique is the work of Moore 
and Petersen.” Strictly speaking, their study is not merely a balance of payments 

* Robert Dorfman, “The Nature and Significance of Input Output,”’ Reovew of Keonomies 
and Statistics, May 1954, NNXVI, pp. 121-33. Carl Christ, “A Review of Input Output 
Analysis,” Input Output Analysis: An Appracsal, Studies in Income and Wealth (Princeton: 
Princeton University Press 1955), pp. 137 69. Wassily Leontief, “Some Basic Problems of 
Empirical Input Output Analysis,” pp. & 22 

® Walter Isard and Robert Kuenne, “The Impact of Steel Upon the Greater New York 
Philadelphia Urban Industrial Region,’ Renew of Economics and Statistics, November 
1953, NN NV, pp. 280 SOL. Walter Isard and Vincent Whitney, “Atomic Power and Regional 
Development,”” Bulletin of Atomic Screntists, April 1952, TLL, pp. 119-24. Walter Isard, 
Robert Kavesh, and Robert Kuenne, “The Economic Base and Structure of the Urban 
Metropolitan Region,” American Sociological Reriew, June 1953, NVIL, pp. 317-21. 

® Walter Isard, “Regional Commodity Balances and Interregional Commodity Flows,’’ 
American Economic Review, Supplement, May 1953, XLULL, pp. 167 80. Fredrick Moore and 
James Petersen, “Regional Analysis: An Interindustry Model of Utah,’ Restew of Evo 
nomics and Statistics, November 1955, NXNNVIL, pp. 368 80 
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study, since it contains elements of intraregional analysis. ‘The Moore-Petersen 
model used regional production coeflicients wherever possible. Also, they close 
the model somewhat at the regional level by placing households within the bill 
of goods. National figures, however, were used to estimate the consumption 
aspects of the multiplier. 

Their technique in estimating the balance of trade is similar to that used by 
Isard.” Total production of the ith commodity in the region was measured 
against total consumption in both the industrial and household sectors. The 
difference, by assumption, represents the net imports or exports. 

Interregional flows studies attempt to show, again in a quantifiable manner, 
the structural relationships between regions. The effects of an autonomous shock 
may be traced to, and through, the » regions under consideration. 

The only empirical study of interegional flows is the splendid work of Leon 
Moses.* Moses uses the conceptual framework discussed earlier for a three region 
eleven matrix. Solving this system he shows, for the first time, the interregional 
flows within the United States. The assumptions of the Moses model, as well as 
greater details concerning the assumptions of the other models, will be discussed 
next when we turn to the limitations of regional input-output techniques. 


LIMITATIONS OF KEGIONAL INPUT-OUTPUT MODELS 


Two choices are open to us in reviewing these regional uses of input-output 
techniques. (1) We may take up each type of study in turn; or (2) we may take 


up the assumptions common to all or most of the studies, and then see what 
implications this has for the various areas under review. While neither method 
is completely satisfactory, the second method seems to provide the simplest 


exposition, 


Regional Production Coc ficients 

The criticism of regional input-output analysis may well start with the whole 
issue of production coefficients. [f their use at the national level is at all dubious, 
even more is left to be desired at the regional level. This will be apparent in the 
discussion of three aspeets of regional production coefficients: (1) the use of 
national coefficients at the regional level; (2) the use of “average”? coefficients; 
and (3) the implications of the spatial component of the production coeflicient. 

As an operational necessity, all models discussed (Moore and Petersen ex- 
cepted) have used national coeflicients as regional coefficients. That ts to say 
the production funetions for various industries are assumed to be uniform 
throughout the whole country. Yet a mere examination of Northern versus 
Southern fuel bills is enough to indicate that this is not the case. Obviously, 
other instances could be cited. 

Production coefficients may be divided into three categories: (1) average co- 
efficients as determined, operationally, by the last Census of Manufacturers; 


Op. ct 
* Regional Commodity 
“Interregional Input Output Analysis,” American Economic Review, December 1955, 


XLV, pp. S08 32 
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(2) best coefficients which represent the coefficients of the newest of “planning 
board” plants in the industry; and (3) the worst coefficients which represent the 
coefficients of the marginal firm. Which coefficient one chooses depends on the 
assumed capacity of the industry and which firms bear the impact of demand 
changes. If demand is assumed to increase, best coefficients will apply if the 
industry was previously operating at capacity; added production will have to 
come from new plants. If the industry is assumed to be operating at less than 
capacity, worst coeflicients could be the ones to use. Further, with a decrease in 
demand, worst coefficients will come into play, it is the older marginal firm which 
is assumed to drop out. 

In regional studies, it is important to use the correct coefficients. In regional 
impact studies, for example, best coefficients are the ones to use. They are not 
used, however, since they are not known or can only be ascertained at great ex- 
pense. In balance of payments and in interregional flows studies the difference 
between best, worst, and average coefficients is important. The best coefficients 
are associated with newer or more efficient producers in the industry. Insofar as 
newer producers are more efficient than older firms, a drop in demand may have 
relatively less effeet on the producers using best coefficients. For example, a 
general drop in textile demand may have a greater impact on older New England 
mills than mills in the South. Hf average production coefficients are used through- 
out, this result will not be shown in the model. 

Regional coefficients have still another serious pitfall. They not only specify 
the amount of needed inputs per unit of output, but they also specify the regional 
source. This source is assumed to be a constant proportion of total output, ie., 
trading patterns are assumed to be stable. Thus if region A imports half of its 
coal from region ¢ and the other half from region j, this trade pattern is assumed 
to told for all levels of output. 

Now there is no logical reason to expect trading patterns to exhibit stability. 
Moses, aware of this, attempts to investigate the stability of trade coefficients 
for the years 1947, LOIS, and 1949, using Waybill data.’ His hesitant 
conclusion is that “the author believes that they have exhibited suflicient 
stability to warrant their being subjected to further statistical evaluation on 
various levels of regional and commodity aggregation." Such instabilty as 
exists in the data given by Moses may be correlated with changes in the demand 
of the sectors under consideration.” The real test which trade coefficients must 
withstand is stability in the face of changes in final demand. 


W Op. cit 
"Op. cit., po S26 

@ Variations in total shipments were checked against the stability of Moses’ coeflicients. 
A weighted average of per cent changes in trade coetlicient (Moses, op. cit., p. S21) with 
per cent changes in LC LC. waybill total tonnage for each of the five commodity classes. 
[Interstate Commeree Commission, Statistics of Railways in the United States: WAT, (Wash 
ington: US. Government Printing Office, 1949), p. 43., and the 1948 and 1940 editions. | 
Changes in the coeflicients and total tonnage were compared for the years 1917 48 and 
14S 40. The coeflicient of linear correlation = 61. With a standard error of 1.83, this cor 
relation could happen by chance about 6.5 per cent of the time. ‘This is certainly not con- 
elusive evidence, but may offer a clue for further testing 
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The case for stable trading coefficients presents an interesting paradox. Moses 
is quite explicit that “the assumption of stable trade coeflicients is the crucial 
issue." Even for short run predictions, “the following conditions should be 
satisfied: (1) There is excess capacity in the transport network between every 
pair of regions. (2) Each industry in each region has excess capacity. (3) There is 
a pool of unemployed labor for each region.”"* These assumptions are necessary 
to justify constant costs. Constant costs, Moses feels, are needed to justify 
stable trade patterns. 

Now let us go back to the operational method, not that of Moses, by which 
net imports or exports were determined. In every case it is the residual of re- 
gional production measured against regional consumption. Thus it is possible 
for a region to produce a commodity and import it as well. Indeed, the Moses 
model contains many examples of such flows. But this is inconsistent, (except 


When spatial extent is considered a region may import a commodity at one 
border and export it at another border.) Surely, if local producers have excess 
capacity and constant costs, the region cannot import that commodity. Local 


producers with lower transport costs would be able to undersell their more 
distant rivals. Neither the assumption of stable trade patterns nor that of im- 
porting and exporting the same commodity makes too much sense alone — grant- 
ing a ease can be made for the latter. Together they clash head on. 


Product Mix 


The residuals method of determining export balances is not only inconsistent 
with the assumptions of constant cost and excess capacity, but may not measure 
imports and exports in any meaningful manner at all. This is an extreme state- 
ment; but if exeess capacity is assumed for industry ¢ in region r, any imports of 
i into r may be more indicative of product mix, the degree of heterogeneity of 
products in an industrial classification, than of an import balance.'® 

The failure to handle product mtx adequately can lead to some ridiculous 
results in determining net exports tanid imports. In Wiseonsin, for example, 
where the internal production of automobiles just about equals consumption, 
there would be no imports of automobiles. This implies, in turn, that Wisconsin 
residents drive only the loeal product, a Nash or Hudson. Clearly, this is one 
area Where no further research is needed to see if Wisconsinites do actually 


cit., SIO 

“Op cit., p SEZ. While it will not alter the analysis that follows, Moses may be too severe 
on this pont. [f various costs rise proportionately, trade patterns will be stable 

'6This point raises an interesting side issue. The usual method by whieh the various 
industrial sectors are classified runs in terms of similarity of input requirements, A supple 
mentary method might be to divide the economy into m regions. For any arbitrary inter 
industry classification, the degree of product mix is indicated to the extent to whieh regions 
import and export the same commodity. That classification whieh minimizes this simul 
taneous flow may be considered as containing the least product mix. In some eases the ex 
port import flows are not known. Where excess capacity exists and is known, produet mix 
may be assumed if the same commodity is imported —for reasons shown above. Again, to 
the extent that this inconsistency is minimized, the product mix is cut. The possibility of 
simultaneous imports and exports due to spatial extent, as discussed above, is no problem 
since all we are seeking is a minimum, not a zero. 
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drive only Nash or Hudson cars. Yet, even a more homogeneous product such as 
premium beer, a major Wisconsin industry, does not eliminate imports. Bud- 
weiser from St. Louis and Hamms from St. Paul are large sellers in Wisconsin. 

A moments reflection will point out the general inadequacy of the residuals 
method of determining the volume of net exports and imports. In an economy 
where the degree of product variation is as high and the ratio of transport cost 
to total cost is as low, one might expect a great deal of product mix, even in a 
200 industry matrix. The residuals assumption is not a very safe one. Those 
concerned with export-import balances might do well to try alternative ap- 
proaches,!® 

The final problem relating to product mix and net exports and imports, comes 
in determining the regional multipliers. Moore and Petersen have calculated a 
series of Utah income multipliers which average, unweighted, 3.9. This multiplier 
should not be confused with the simple Keynesian consumption function multi- 
plier. The Utah multiplier has two components: (1) the intraregional inter- 
industry effeet of a change in export demand, and (2) the consumption function 
multiplier effect via changes in household income. Moore and Petersen note that, 
“the multiplier would be different if gross figures (for exports and imports) had 
been used.” In other words, in measuring the imports and exports as net figures 
instead of gross flows, the sum of the import leakages is understated. It is im- 
possible with the data now available to estimate this error, but it may be sub- 


stantial. 


Regional Impact Studies and Agglomeration 

The final operational criticism of input-output models deals with agglomera- 
tion considerations in regional impact studies. It is argued that once the new 
industry is established in a region other industries will agglomerate and they, in 
turn, will need inputs. Just which industries will agglomerate, it is argued, can 
be decided on the basis of location theory. This is a bit too glib. It may be stated, 
without trepidation, that, except for a limited number of industries, location 
theory is not in a condition to predict at the fine margin this analysis requires." 
At best, all that ean be hoped for is a rough approximation. Moreover, any failure 
in predicting the production coefficients of the impact industry (steel in our 
example) will appear in the estimates of agglomeration. Beyond this, nonap- 


Alternative approaches includes: the use of LC. waybill data, unfortunately given 
in weights and not values; direct estimates from local producers; and money flow analysis 
from the Federal Reserve Distriets 

"Op. cit., p. 379 

* ‘The shortcomings in location predictions stems in part from the shortcomings in loca- 
tion theory. At present, partial equilibrium analysis in location theory can dono more than 
specify the conditions for spatial equilibrium. This is not the same as specifying the condi- 
tions and showing the operational well behaved conditions of calculus by which this opti 
mum may be reached. This is what Loseh had in mind when he stated, quite bluntly, that, 
“there is no scientific solution for the location of the individual firm, but only the practical 
one: the test of trial and error.’’ [August Loseh, The Economics of Location, trans. William 
Woglom with the assistance of Wolfgang Stolper (New Haven: Yale University Press, 1954), 


p. 2] 


REGIONAL AND INTERREGIONAL INPUT-OUTPUT MODELS 147 


pearance of an industry which is expected to agglomerate will break the link in 
the interindustry effect. Alternatively, any industry which unexpectedly does 
agglomerate will have just the opposite effect." 


Regional and Interregional Input-Output Models: Summary 


The past discussion of input-output techniques as applied to regional analysis 
has been wholly one-sided. Only the operational limitations have been dis- 
cussed2? No doubt this may appear to be unfair, but for purposes of review and 
appraisal it was necessary. The empirical results of regional input-output analy- 
sis present us with a set of data which is supposed to describe reality. Unfor- 
tunately, there is no alternative set of data with which the researchers’ results 
may be compared. Hence, it is vital to serutinize the method and assumptions 
to see such limitations as may exist. 

It seems fair to state that most operational regional studies have produced 
only the most tentative results. Basically this stems from two considerations: 
(1) the lack of adequate data; and (2) the necessity to make certain operational 
assumptions which depart, in varying degrees, from what we usually assume 
about reality. It may be that further work in this area will eliminate some of the 
problems raised above. Note, however, that this is not necessarily a call for 
further research in this area. Such a eall for further research, certainly a common 
expression in academic circles, implies a judgment as to the allocation of searce 
research resources. Before such a call is put forth in behalf of regional imput- 
output research, alternative methods of attacking similar issues should be 


appraised. 


'¥ Isard, Kavesh and Kuenne feel that input-output techniques are useful in deseribing 
the “economic base’’ of a city. (Isard, Kavesh, and Kuenne, op. ert.) Again using the steel 
plant as an example, they construct a city around such a plant. evidently they assume a 
closed regional model, since “households which receive wages, salaries, and other income 
in the first round... also behave like industries’? (op. ert., p. 318). Adding to the total of 
steel and agglomerating export industries the total of local activities, “yields a meaningful 
net of economic interrelations which may be viewed as the economic base of the city” (op. 
eit., p. 319). 

Ordinarily the “economic base’? of a community consists of the exogenous activities 
which, when known, determine the level of income for the whole city. Yet this use of the 
term implies that the economic base of the city is all of the economic activities within the 
community. [f this is what the authors mean, it isn’t very useful. If it is not what they 
mean, they would do well to create an exogenous and endogenous sector, Under their current 
usage, all activity is export or export linked which, in terms of the usual base analysis, 
means the whole economy is exogenous. 

20 At the conceptual level input-output analysis offers many advantages. The reader is 
reminded that this is not the issue at hand. 
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The personal income series of the United States Department of Commerce 
has informed the nation, regions, states and, to a lesser degree, local areas con- 
cerning their income position. At the same time it has aroused widespread in- 
terest in change in relative position among these areas. This interest has called 
forth some successful measurements of such change*® and it has resulted in some 
useful indicators of the underlying relative growth rates.’ 

What has not appeared heretofore is a division of the total gains increment of 
each geographic area into unique growth or trend increments on the one hand 
and unique non-trend increments on the other. This problem has been under- 
emphasized partly because casual economic observers have confused the meas- 
urement of gain with the analysis of gain. The measurement of gain for a given 
period is a trivial problem because, once the income concept is defined, no two 
observers can possibly disagree concerning the amount of change, the “gain,” 
in the given series. But the division of the increment of gain between the basic 
growth inerement and the non-growth increment requires the definition of a 
growth trend. And this definition implies the choice of an analytical method of 
procedure. Since many methods are available, observers can and do disagree 
about which should be used. However objective the statistical method chosen, 
the selection process itself is necessarily subjective. 

We take as minimal requirements that a trend by definition must be clear in 
concept and must exelude “eyelical and irregular” influences. The choice we have 
made has provided a trend which meets these requirements* and in addition has 
the following properties: 

(1) it is simple to compute, 

(2) it uses all of the available data, 

(3) it yields a rate of growth in the trend value which is constant from year 


'The authors acknowledge helpful conversations relative to this paper with Professor 
Dudley J. Dowden of the University of North Carolina, 

? For example see Charles F. Schwartz, ‘Regional Trends in Income Payments,”’ Survey 
of Current Business, September 148, pp. 10-21. Also see Charles F. Schwartz and R. EF. 
Graham, Jr., “State Income Payments in 1949,"" Survey of Current Business, August 1950, 
pp. 24. 

* For example see Frank A. Hanna, “Analysis of Interstate Income Differentials: Theory 
and Practiee,"’ Studies in Income and Wealth, Vol. 21, Regional Income (Princeton, 1956). 

‘Though as noted under the heading “Deviations from the Basic Trend’’ below, our 
definition does not yield a ‘‘pure’’ trend. 
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to year and the corollary that specification of a trend value for one year 
determines trend values for all years, and 

(4) the rate of growth which emerges from the trend can itself be expressed 

as a function of the growth rates which emerge from two other significant 
trends similarly defined. 

We shall maintain that all of the above attributes are desirable ones. The first 
is self-evidently so. The second attribute has advantages over a method of 
fitting a trend to selected points such as “peaks” or “troughs” of cycles, or to 
end points of the data, or to a time series obtained from the original series by 
deleting one or more “unrepresentative” years, since it minimizes the need both 
for prior research and for the exercise of such subjective discretion as leads to 
diverse results on the part of different observers. 

The third attribute is debatable. Thus we have no objection in principle to a 
definition which could yield a different growth rate for each year. However, in 
view of the difficulties in the compilation of an aggregative series such as personal 
income on a national basis, the difficulties of allocating it to regions, the diffi- 
culties of deflating it by population and by a price index, and finally, the limited 
number of years for which such data are available, we have little justifieation for 
making so discriminating a definition of growth. In view of these difficulties a 
constant rather than a variable growth rate appears to be the more appropriately 
descriptive of the broad differences among regions. It is unlikely that this judg- 
ment would change even in the face of a complete knowledge of the underlying 
determinants of real per capita personal income growth, 

Finally, it happens that the chosen definition for growth rate in real per capita 
personal income can be expressed as an exact function of the growth rates in 
resident population and in real total personal income similarly defined. Since 
most contemporary discussion concerning regional economic development is 
involved precisely with the foregoing terms, the great advantage of such an 
analytical framework is evident. 


REGIONAL CONSTANTS 


GROWTH KATES DEFINED AS 


Although we experimented with several trend concepts’, the only one having 
all of the above attributes was derived from a straight line fitted to the logarithms 


® Thus we tried fitting straight (first degree polynomial) lines to develop constant inere- 
ments. But when constant increments are related to rising trend values the growth rate de- 
elines over time and when constant increments are related to declining trend values the 
growth rate rises over time. Since the arbitrariness of such outcomes seemed inappropriate, 
we looked further for a suitable definition of trend 

experiment with polynomial expressions of higher degree was undertaken. The higher 
the degree of the polynomial, of course, the closer the defined trend fitted the original time 
series. As a limiting case, if there are Q observations then a polynomial of the (Q Ist 
degree will exactly duplicate the original series and can be expressed, where X indicates 
the time period and y indicates the trend value, = a + bX 4+ 4 4 
Such a case would clearly fall short of fulfilling our list of desirable attributes because, among 
other reasons, it would fail to exelude “eyelical and irregular’’ influences. But all poly 
nomials, of whatever degree, would fall short because, among other reasons, they would 
fail to yield a constant rate of growth in the trend. This is true when the growth rate is 
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of the data, Let our basie annual real per capita personal income data for a 
region be Y and its trend so defined y. Thus where y(XY) is the trend value of 
our data for period X, and X is the designated year, we have the expression: 


log y(X) log a + (log 
An alternative formulation is the following familiar exponential form: 


= ab*, 


The foregoing expression can be used to deduce the constant percentage 
compound annual rate at which the trend in real per capita personal income is 
growing.” Moreover, it is clear that when the trend value, y, is determined for 


any one period (in this ease a year) it is determined for all periods.? 

It remains to be shown that the defined trend has the fourth property men- 
tioned above. 

As Y designated per capita income above, let ? and Z designate the cor- 
responding elements of regional mid-year resident ponulation and total income. 
Having designated the defined trend value of Y as , above we now designate 
trend values for 7? and Z, similarly computed, p and z. Thus where NX is the 
time seale and a,b, g, hy m and n are constants we have: 


loge log a + (log 
log p(X) log g + (log 
log 2(N) log m + (log n)X. 


But sinee Z VP and log ZN) log VON) + log PCY) it ean be shown that 
the sums of the logarithms of the annual factors of increase in per capita income 


defined as the trend increment between any two adjacent years divided by the trend value 
of the first or second orsome mean of the two years. [tis also true when we define the growth 
rate as the derivative of y with respeet to X divided by yOX¥). The latter procedure yields 
results identieal to the former if the polynomial is of the first degree, but the results diverge 
in the ease of the higher degree poly nonmiials 

* Thus in the expression y(X) = ab* the annual factor of inerease is bo It can be written 
be (1 or) where represents the compound annual growth rate, Now if hb = (1 + = 
1.05 we deduce that the compound annual growth rate is 05 of 5 percent. Such annual fae 
tors of inerease, (1 + 7), can also be expressed in terms of the basie exponential number, ¢ 
This number is the annual faetor of increase on the assumption of a growth rate of 100 
percent compounded, not annually but, instantaneously. [ts value is the familiar irra 
tional number 2718 Since e!e#es n Where nis a number, in this ease 1.05, we have 
08 | (Mor ¢ 105 and its behavior over time is where XY indieates 
the period, in this ease a year 

’ The exponential form can be expressed as a first order difference equation as follows: 
= byt 1). This will yield a trend value for every year of our data provided a value 
for some one year is specified and provided XN indieates successively all the relevant vears 

The expression can be written as follows: yiX) hii x 1) = O. Here the auxiliary 
equation where k indieates root ts 4 b = 0. Hence the single reot is k = 6. The funda 
mental solution is 6% and ab* is some linear combination of this fundamental solution 
which specifies a starting level such that (0) a. It is necessary that 6 > Lif the trend 


in real per capita personal income ts to rise over time 
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TABLE I 


ANNUAL FACTORS OF INCREASE FOR THE PERIOD, 1920-19554 


Real Personal 


Resident Population 
Income 


Per Capita Real 


Region 
Personal Income 


Continental United States 03569 1.01112 OASIS 


New England .02327 1. 00666 08000 
Middle East 02392 1 OOS16 227 
Southeast OASIS 101126 
Southwest OASS4 
Central O8640 1.009035 
Northwest 1.00451 O50S82 
Far West 02061 1.03222 


* Corresponding compound annual growth rates are obtained by subtracting 100000 
from each element in the table. Sueh compound annual growth rates are utilized in Figure 


1 below. 


trend and in population trend constitute the logarithm of the annual factor of 
increase in total income trend. Thus where 6, A, and n signify the annual factors 
of increase in per capita income trend, in population trend, and in total income 
trend respectively, the following relationships are implied: 


b= nvh, 
h ny 
bh. 


Now, since the compound annual growth rate, r, in such trends equals the 
annual factor of increase minus one we have the following relationships: 


h— 1) and their équivalents, 


From the foregoing relationships the following relations can be established : 


r l(r, + 1)/(r, + 1 
r + + 1 
and 
re = + 
In Table 1 are presented the annual factors of increase in the trends in the 
three variables.* 


* The empirical data we utilize in our exposition has the following basic components for 
the Continental United States and for gach of its seven major regions as defined by the 


= h r, + 1 
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Fig. Compounp ANNuAL Growin Raves, Per Cariva Income, 
PoruLaTion, AND Toran INeowe, 1920-1955 


The empirical measurements of compound annual growth rates can be sum- 
marized graphically as in Figure 1. In this figure the horizontal axis measures 
population growth rate. The vertical axis measures total income growth rate. The 
third axis measures per capita income growth rate and may be imagined as inter- 
secting each of the other axes at mght angles at the origin. This third axis rises 
above and falls below the surface of the page and in effeet we are looking down 


Department of Commerce 

(1) real personal income for years 1929 through 1955; 

(2) total resident population as of July | for years 1920 through 1955; and 

(3) real per capita personal ineome (C1) divided by (2)] 
In transforming current dollar personal tneome to real personal income as in (1) above we 
use the Bureau of Labor Statisties’ Consumer Price Index beeause no index specialized to 
personal income exists. Moreover, we have some assurance from those who have tried it 
that no definitive regional adaptation of the consumer price index has yet been attained 
See Abner Hurwitz and Carlyle Po Stallings, “Interregional Differentials in Per Capita Real 
Ineome Changes,’ Studies in Income and Wealth, Vol. 21, Regional Income (Princeton, 1956) 
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upon a set of points located in a three space. The elevation of these points from 
the page is always positive as long as the growth rate in total income exceeds 
(algebraically) the growth rate in population. Likewise, if the growth rate in 
total income should fall short (algebraically) of the growth rate in population, 
the points corresponding to the resulting negative per capita income growth 
rates would lie under the surface of the page. It follows that the 45 degree line 
is the locus of all points lying on the surface of the page (or, equivalently, the 
locus of all points registering zero growth in per capita income). This may be 
confirmed because equal compound annual growth rates in total income trend 
and in population trend imply equal annual factors of trend increase. But such 
equal factors of increase imply that the numerator and denominator of the ex- 
pression 2 p are increasing or decreasing at equal rates and hence y = 2/p is a 
constant. It is also clear that the perpendicular distances of the points from the 
line of zero growth are ordered as to length in the same way that regional per 
capita income growth rates are ordered. Hence these lines remove any doubt 
about which points represent regions of greatest, smallest or intermediate per 
capita Income growth rates." 


DEVIATIONS FROM THE BASIC TREND 


The magnitudes of the deviation in our basic per capita income data, Y, from 
the basie growth trend values are of course influenced by the seleetion of the 
particular definition of the trend values, y. Since the trend we have selected uses 
all the basic data it is not a pure trend. Consequently, the deviations cannot be 
“pure” estimates of the eyelieal and irregular movements in the original time 
series, nor are they intended to be such.!” 

In this phase of the problem we are interested in the fluctuations about the 
growth curve rather than in the derivation of a time series which is an estimate 
of the evelical component per se.) Since the ensuing computations were some- 
what lengthy, and since the purpose is an exploratory one, we have limited con- 


* Tt is worth noting that numerous combinations of positive and negative growth rates 
in population and in total income trends can combine to determine numerous compound 
growth rates in the per capita imeome trend. But these latter rates ean be separated into two 
major groups, the positive growth rates lying to the upper left of the 45 degree line and the 
negative growth rates lying to the lower right of the 45 degree line. In the data at hand only 
positive growth rates are registered for all three variables. Moreover in all cases growth 
rates in total income exceed the growth rates in population. As a result of this double set of 
eonditions all points are located in the upper North laast sector of an eight sectored aren 

‘The alternative to our procedure is to eliminate eyelieal and irregular influences from 
the data before estimating trend. We know of only one instance in whieh this procedure has 
been followed [see bdwin Frickey, Beonomic Fluctuations in the United States (Cambridge 
Harvard University Press, 1942)|. Because of the intricacy of this method, and beenuse of 
our uncertainty as to the benefits that would have been obtained by the use of it, we de 
cided to follow the conventional procedures of time series analysis in regard to trend 

‘We subtract the trend values from the original values and investigate the remainders 
This contrasts with the more usual time series procedures applied to analyze evelieal move 
ments wherein the original data are divided by the trend values and the results are expressed 


as percentages of the trend 
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sideration to the Southeast region. However, the framework of analysis, like that 
above, is readily extensible to the remaining regions and to the Continental 
United States. 

We can think of the deviation from trend in year X as depending upon the 
deviation from trend in year (XY — 1) and the deviation from trend in year 
(X — 2). This suggests a multiple regression scheme in which d(X), the esti- 
mated deviation for year X, is the dependent variable. Then the experienced 
deviations for the years (Y — 1) and (XN — 2),d(X — 1) and d(X — 2) respee- 
tively, are the independent variables. The resulting three space would then con- 
tain twenty-five points, each of which may be thought of as having a date on it, 
the first observation being for 1931, and the last for 1955.'* We pass a plane 
through this three space and proceed with least squares multiple regression 
analysis. The multiple regression 


(X) + ACN — 1) + d(X — 2) 

may be converted into conventional statistical notation as:! 
(1) = + + bisa 

For our data (1) becomes 
(2) = 2.24 + 1.50X, — 71X35, 
and the standard error of estimate is 
(33) 8.93 
We have computed the appropriate partial, multiple and simple correlation 


coefficients and) performed tests of significance. This information appears in 


Table 2. 

We may conclude then that the association between variable one and vari- 
ables two and three is highly significant, e., that the deviation from trend in 
year XN is closely associated with deviations from trend in years (Y — 1) and 
(X 2). As a further indication of this association, equation (2) was used to 
make twenty-five predictions or estimates, and the resulting estimates were 


plotted on Figure 2 along with the original time series. It is to be noted that the 
predicted series does not consistently “lead” or “lag behind” the original data. 


"The first observation is 1951 because the deviations for 1930 and 1920, the preceeding 
two veurs, take us to the end of the available time series 

! We use the notation and development of Croxton and Cowden, Practical Business Sta 
tistics, 2nd ed. (New York: Prentice Hall, 1948) pp. 455-445. The numbers in the parenthe 
ses ina subseript indieate the independent variables, the symbol being read as 
value of variable one estimated from variables two and three”? The notation for the mul 
tiple correlation eoeflicient, ros , may be interpreted in the same way. The subseripts 
with a decimal are used to indicate partial correlation or association. Thus by» indicates 
the amount of change in variable two when variable three is held constant. The notation 
for the partial correlation coeflieient below, rie a, may be interpreted similarly, the sub 
seript referring to the (simple) correlation between variables one and two when variable 


three has been held constant at its average value 


GAINS IN REAL PER CAPITA PERSONAL INCOME 


TABLE II 


CORRELATION CORFFICLIENTS AND TESTS OF 


Coethaent of Correlation 
de 
Type of Relationship Prot pv Ba Null 


Symbol Value 


‘ 
Signitiance at Level 


Simple aT S much less than O01 highly significant 
Simple OOL O10 significant 

Multiple. 113022) ( much less than highly significant 
Partial 2 A much less than OL highly significant 
Partial Tis 2 7 much less than 001 highly significant 


* Probability of obtaining a sample correlation coethcient as large as r, when there is 
no correlation in the population from whieh the sample came 

* The simple r’s were tested by using the ¢ table; the remainder were tested by use of 
the F table. See note at bottom of Tables 


| 
| 


ORIGINAL DATA, 
TREND | 
ESTIMATED , 


1930 1932 1934 1936 9% 1940 1942 1944 1946 1946 50 1952 1954 
YEAR 
Pia. 2. Pen Carira Income: Ontoinan Dara, Growrn ano 


The components of variance are analyzed in more detail in Table 3, which is 
largely self-explanatory. Thus $8.53. of the total variation (of the Ny values 
from their mean) was explained by XN. and NV, , with the net variation explained 
by Ny being 53.71 and the net explained by being 

4 For the sake of completeness it should be pointed out that the deviations from trend 
may be analyzed by using the autogressive scheme, where we have, instead of (1), an aute 


regression equation, 
= 4 er, 
where eis the error term, a (random) variable with a probability distribution. This may 
be regarded as the regression of ony, and » , the term e, being residual error 
We have chosen to work with the multiple regression equation because of its greater 
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TABLE III 
ANALYSIS OF VARIANCE FOR TESTING RELATIONSHIP BETWEEN DEVIATIONS FROM TREND 


Source of Variation Amount of Variation Estimated Variance® 


Total 419,154.46 1.0000 
Iixplained by X, and X, 371,080.72 185,540.36 
Unexplained 48,073.74 1147 2,185.17 


Explained by X_ and X, 371,080.72 8853 

Gross Explained by X, 145,935.51 

Net Explained by X; 225,145.21 | 225,145.21 
Explained by X, and X, 371,080.72 | 8853 | : 
Gross Explained by X, 323, 609. | 


Net Explained by Y, 17, 470.9. 


47,470.92 


* bach entry in this column is an unbiased estimate of the population variance when 
the population is normal and the XY, are uncorrelated. This column was added because the 
significance of the multiple and partial coefficients in Table 2 was tested by analysis of 


variance 


It is not our present objective to develop a set of equations by means of which 
the level of real per capita income in a region may be forecast. However, the 
estimate Y* is simply an additive consequence of the two elements, estimate of 
trend at year Y and estimated deviation from trend at year X. Thus: 


Y*(N) = y(X) + d(X)." 


This enables us to estimate real per capita personal income for 1956, one year 
later than the last year for which data are available. Thus for 1056: 


Y*1956) y1956) + d(1956) 
and the relevant values are 

Y*(1956) = 1,550.1 + (— 118.6) or 

Y*( 1956) 1,251.5. 


Values could also be predicted for still further years in the future. Thus for 1957 
we could use the appropriate trend value and a deviation from trend based on 
the experienced deviation for 1955 and the predicted deviation for 1956 and so 
on. Llowever, the confidence associated with predictions made in this way de- 
creases rapidly as they are based upon still other predicted values. 


flexibility and its computational convenience. The multiple regression procedure does not 
indicate autocorrelation in our basic time series. Rather it estimates the autocorrelation in 
the residuals of the basic data from the defined trend. 

'© Where dUX) specifies the estimated deviation Xj,.5) for the year X. 


GAINS IN REAL PER CAPITA PERSONAL INCOME 


SUMMARY 


We have analyzed the gains in real per capita personal income into the follow- 
ing elements: 
1. the growth or trend increment which implies 
a. a base value and 
b. a growth rate which can be expressed as an exact function of 
(1) a growth rate in population and 
(2) a growth rate in total real personal income; 
2. the non-growth or non-trend increment. 
The explanation of inter-regional differences in the above identified elements is 
deferred to later discussion. 


SOUTHERN VS. NON-SOUTHERN UNDERWRITING 
OF MUNICIPALS 


CHARLES T. TAYLOR 
Federal Reserve Bank of Atlanta 


Almost every program for southern economic development stresses the im- 
portance of readily available investment funds. Beyond recognizing that the 
resources of southern financial institutions are not adequate to meet the needs 
of a rapidly expanding economy, however, we know comparatively little about 
how the finaneing takes place.! As most students of southern economic problems 
have discovered, there is a lack of aggregate data that show the sources and uses 
of funds within the area and the relationships with other parts of the United 
States. 

We do not know, exeept in general terms, where the funds that financed the 
recent period of economic development came from and to whom they went. How 
do southern corporations secure equity and debt financing? What do southern 
investors do with their own funds? What is the proportion of investment needs 
provided out of southern savings? Our inability to answer these and other im- 
portant questions makes many of us hope that someday, somehow, an all-em- 
bracing study will be made that will give us the answers neatly, in figures that 
ean be added up and balanced. Pending the time when we will have these neat 
aggregate totals telling us the complete story on the sources and uses of funds 
within the South, the best we can do is to try to understand a little more about 
financing southern economic development by studying the way in w hic ‘h certain 
of the South’s financial institutions work. 

The underwriting of state and loeal government securities, commonly ealled 
municipals, provides such an opportunity. Published data on individual seeurity 
issues give us information about the underwriting practices of southern invest- 
ment dealers during a period when the South's financial resources were expand- 
ing. Although the published data do not tell us the ultimate source of the funds 
provided the southern municipal borrowers, the pattern of underwriting that 
emerges from this study provides the basis for hazarding some generalizations 
about these sources. 

This paper explores, by the use of published data on individual security issues, 
the changes that have occurred during a period of growing finaneial resourees in 
the South in the relative importance of the underwriting by loeal underwriters 
of state and local government securities issued in six southeastern states. Specif- 

''The views expressed in this paper do not necessarily reflect those of the Federal Re 
serve Bank of Atlanta, where the author is employed. The author wishes to acknowledge 
the help of various members of the Bank's research staff in compiling the statistics. A num- 


ber of investment dealers and bankers have provided background information. 
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ically, we are seeking answers to the following questions: 
1. What is the relative importance of southern underwriters in underwriting 
southern municipals now compared with some years previously ? 

2. Has the growth in the financial resources of the area been accompanied by 
a general tendency for southern underwriters to pool their financial re- 
sources? 

3. Has the growth in the region’s financial resources been accompanied by a 
strengthening or a weakening of the financial ties with the rest of the coun- 
try? 

We will try to answer these questions by analyzing data on individual issues 
for the six southeastern states of Alabama, Florida, Georgia, Louisiana, Missis- 
sippi, and ‘Tennessee, an area approximating that of the Sixth Federal Reserve 
Distriet. Because other southern states share many economic characteristics in 
common With the six states studied, it is likely that some of these conclusions can 
be applied to the South in general. But strictly speaking, any conclusions reached 
‘can be applied with complete confidence only to the six-state area. Moreover, 
we discuss only incidentally many of the characteristics of southern underwriting 
and are, therefore, not presenting a complete picture of all aspects of under- 
writing. 

The paper thus touches on only one facet of the much larger problem of finane- 
ing the southern economy. Nevertheless, borrowing by state and local govern- 
ments constitutes an important part of the demand for investment funds in the 
region. In 1955, for example, the six states studied, their local units, and special 
authorities borrowed the total of S20 million dollars. The use of such funds pri- 
marily to pay for public improvements, moreover, constituted an important part 
of the South’s capital investment. 

Banking statistics, although not completely satisfactory, are comprehensive 
enough to document the generalization that the area’s financial resources have 
expanded remarkably in the last quarter of a century or so. In the six states with 
which we are dealing, bank deposits amounted to $1,674 million in 1923 (the 
first year included in our study). By 1949, total deposits had increased to $8,520 
million, and by 1955 to SI2451 million. Of course, during this period deposits 
increased throughout the entire country, both beeause of inflation and an ex- 
panding economy. Nevertheless, the region inereased its share of the nation’s 
deposits from 38 per cent in 1925 to 6 per cent in 1955, This growth has raised 
a good many of the area's banks to the status of “big” banks, 

To many persons, such eeonomie development would imply that the area ean 
now finanee a greater proportion of its capital investment out of loeal funds. How 
essential the availability of local financing is to the South’s economic growth is 
a question that will not be debated here. What we are concerned with here is 
trying to determine what changes actually took place in underwriting municipal 
securities during such a period of growth. 

Our findings may be summarized as follows: 

1. A smaller, rather than a larger proportion of the total dollar volume of 
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security issues is now underwritten exclusively by southern underwriters 
in the six states studied than when less financial resources were available. 
With the growth in financial resources, there has been no tendency for 
southern underwriters to pool their resources and make the underwriting 
of loeal issues exclusively southern. 

. The major change in the pattern of financing accompanying the region’s 
growing financial resources has been a greater integration between local 
underwriters and those located in the money market centers of the country. 
In this respect, southern borrowers in the area studied may have attained 
greater access to the national money markets, 


Before discussing the data and methods of analysis upon which these conelu- 
sions are based, it may help us to look at the way in which “municipals’’ are 
sold, even though the details may be familiar to many persons. 

Borrowing by state and local governments and special authorities through the 
issue of securities involves the transfer of funds from individuals and institu- 
tional savers to governmental authorities. The investment dealer is the raiddle- 
man Whe performs this funetion. He purchases the issues, often on the basis of 
competitive bidding, and then sells them to the public, his profit consisting of 
the spread between the buying and the selling price. Strietly speaking, of course, 
an underwriter merely guarantees the sale of securities. Nevertheless, we shall 
use the term “underwriting” to include the purchase and re-sale of securities by 
investment dealers, since it is commonly used in this context. 

‘The amount of investment capital with which a municipal bond dealer ordi- 


narily operates is small in relation to the volume of security issues he under- 
writes. Tle must borrow from banks, therefore, to carry his inventory of securi- 
ties until it is sold. He also needs funds to carry “good-faith” checks, which he 
must put up when he bids, and he must obtain them at relatively low rates, since 


the margin between buying and selling prices is small. 

All of this means that the operations of the municipal underwriter are limited 
by his aceess to bank eredit, which in turn is tied in with the financial resources 
of the community served by the bank. Individual dealers can pool their resources 
When the size of the issue is greater than any one of them can handle alone, but 
here the finaneial resources of the community limit the size of the operation if 
the syndicate is composed entirely of dealers in one city or area, Dealers speak of 
one large eity in the six states, for example, as a “million-dollar town,” meaning 
that that is about the limut of resources available at any one time, even if all the 
dealers in the city band together. 

The dealer can also form syndicates with dealers in other cities when it is 
necessary to inerease the available resources to bid. In so doing, he has two 
choices: le may try to form a syndicate with other southern dealers, or he may 
participate so far as his available finaneial resources permit with dealers in the 
money market centers. In the latter case, he is seldom, if ever, beeause of his 
limited resources, the originator or leader of the syndicate. Thus, so far as this 
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study is concerned, the amount and proportion of underwriting done by southern 
dealers on their own is directly tied to the financial resources of the area. 

The seope of the operations of local investment dealers is indirectly tied to the 
financial resources of the area in still another way. Although a local investment 
dealer is by no means limited to selling in the area in which he is loeated, his 
market is likely to be largely confined to it. Dealers tell us that when they place 
their bids, they have their potential customers fairly well in mind. In the South, 
banks are generally the chief buyers of short-term maturities. The higher-yield- 
ing, special authority or revenue bonds and long-term general obligation bonds 
are likely to be bought by insurance companies. Other types of issues have their 
special buyers. General obligation bonds, for example, appeal to persons with 
high incomes because of the tax-exemption features. The dealers, over the years, 
have learned the preferences of these potential buyers. Thus, the potential de- 
mand is tied rather closely to the financial resources of the customers in the area 
in Which the dealer is located. 

At present, there are a little less than LOO municipal bond dealers with main 
offices in the six states. In addition, 20 commercial banks have municipal bond 
or investment departments. As would be expected from the nature of the busi- 
ness, most of them are located in the larger cities of the area imeluded in this 
study — Birmingham, Atlanta, New Orleans, Memphis, and Nashville. All these 
cities sre reserve cities, and the banks there control a large part of the banking 
resources in the six states. There are also dealers in Jacksonville and Minami, as 
well as some of the smaller eities. All of them buy and sell municipal securities, 
although many originate underwriting only to a minor extent. There are, in ad- 
dition, of course, “wire houses” or branch offices of municipal bond dealers whose 
main offiees are outside the South. 

Information on municipal security issues, showing the sizes, maturities, yields, 
prices, and the underwriters, is regularly published in the Bond Buyer and The 
Commercial and Finaneral Chronicle, Although certain minor issues escape pub- 
lication, the published information is fairly complete and covers a wide range of 
years. 

Information on each issue, after having been posted to individual key-sort 
eards, has been classified and tabulated in various ways. For this study, we 
have grouped the issues into three major eategories: (1) Those underwritten 
solely by southern underwriters, including underwriters located in parts of the 
South outside the six states; (2) those underwritten jointly by southern and non- 
southern underwriters; and (3) those underwritten entirely by non-southern 
underwritiers. The published data do not, of course, tell the final purchaser of 
the securities, 

In order to learn a little more about the intra-southern pattern, we have fur- 
ther broken down those issues written entirely by southern underwriters into 
those written by underwriters located in the state of issue and those located 
outside the state of issue. We also have a breakdown of the data for each group 
by size of issue. 

Data have been tabulated for three time periods-1925 24, 1948 49, and 
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1954-55. The data were grouped into two-year periods to reduce any possible 
bias that might result from a limited number of issues. Altogether, we have 
analyzed 2,700 issues. We have discovered that the differences between the pat- 
tern of underwriting for issues of cities, counties, states, or special authorities are 
too small to warrant complicating the analysis by distinguishing between them. 
We have excluded, however, securities issued by public housing authorities, since 
these issues, being guaranteed by the United States Government, are consider- 
ably different from other municipals. 


‘The study shows that in the latest periods analyzed southern investment deal- 
ers have underwritten a smaller proportion of the issues of the six states than in 
the earlier period. In 1925-24, as Table I shows, they underwrote approximately 
45 per cent of the dollar volume of the issues; in 1948-49, 27 per cent; and in 
1954-55, 19 per cent. The growth in financial resources has been accompanied 
by less, rather than more, strictly local underwriting. 

The extent of southern underwriting in the earliest period is contrary to the 
popular impression that there was then very little, if any, local finaneing of the 
capital requirements of the South. Although the underwriting of smaller issues 
predominated, there was also, as the table indicates, rather extensive local un- 
derwriting of what, for that time, were relatively large issues. 

‘There are two possible explanations for the comparatively large proportion of 
issues underwritten locally in the early period, neither of which is subject to exact 


TABLE I 
STATE AND LOCAL GOVERNMENT SECURITY ISSUES, SIX SOUTHEASTERN STATES* 
Classified by Size of Issue and Location of Underwriter 
(Per cent of Total Dollar Volume) 


Type of Underwriting 


Southern and Non Exclusively Non 


Size of lesue, Thousands of Dollars Exclusively Southern Southern Southern 


1923 24 48 49 54-55 (1923-24 49 54-SS | 1923-24, 48-49 | 54-55 


Less than LOO Su SO 
250 7 78 13 
250 S00 70 17 
1,000) 17 

1000 5 000 

5000) 10000 

10,000) 50,000 

50,000 and over 


AIL issties 


* Alabama, Florida, Georgia, Louisiana, Mississippi, and Tennessee 

Source: Chossifieation of information published in The Commercial and Financial Chron- 
icle and Bond Buyer for approximately 2,700 issues underwritten in the years 1923, 1924, 
1948S, 149, 1954, and 1955 


17 9 6 
32 16 
15 12 
Is 27 
4 
37 
27 Is “0 is 37 1 $3 
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empirical testing. The first is that in the early period the southern states and 
municipalities lacked credit ratings in other parts of the country and, therefore, 
had little access to the national capital markets. Such being the case, they were 
forced to finance locally. 

To some extent the foregoing may be an adequate explanation, but investment 
dealers whose experience extends back to the 1920's tell us that even at that 
time non-southern firms were actively competing in the underwriting of southern 
municipals of both the large and the small governmental units. Many mid- 
Western firms, indeed, had agents constantly on the road. 

Another possible explanation is that although the financial resources of the 
area in the 1923-24 period were small, they were greater in relation to total de- 
mand, as measured by the amount of securities issued, than at present. Here, 
too, we have difficulty in confirming the hypothesis. When we use total bank 
deposits as a measure of the region's financial resources, we find that deposits 
in 1923 were 8.8 times the amount of the 1923 24 issues. The 1949 deposits were 
13.5 times the 1925-24 amount, and in 1954-55 they were 10.5 times the 1025-24 
issues. It is possible that competition for other uses of capital funds has grown 
so much that less is available for municipals now than in the earlier period. What 
seems a better explanation, however, is the institutional character of southern 
investment operations. : 

The institutional characteristics of southern investment dealers in the six states 
will be discussed in more detail later. Here, it will suffice to remember that the 
amount of underwriting dealers in any city can do is closely tied in with the 
banking resources of that city. The influence of this limitation is shown in ‘Table 
1. ‘The very small issues those of less than 100,000 dollars have always been 


underwritten primarily by southern firms. The proportion of the issues so under- 


written progressively declines as the issues become larger. 

What has apparently happened during the period under study is that out of 
the increased financial resources available the southern dealers have under- 
written a greater proportion of smaller issues and have moved up the seale a 
little. In the 500,000 to one-million dollar category, for example, southern firms 
underwrote S4 per cent of the dollar volume of the issues in 1954-55, compared 
with 42 per cent in 1925 24. But one million dollars apparently continues to be 
the breaking point. Local firms have underwritten a smaller proportion of is- 
sues over that figure as the years have gone by. 

A larger proportion of the issues have been large issues in the more recent pe- 
riods than in 1925 24. [t is not surprising, therefore, that a smaller proportion 
of the total is underwritten by local firms. In 1025 24, issues of less than one 
million dollars each accounted for approximately 60 per cent of the dollar vol- 
ume; in 1954-55, 16 per cent. (See Table TL) Phe larger issues are beyond the 
capacity of the southern underwriters in any one city or state. 


IV 


Might not the limitations of local resources be overcome if syndicates com- 
posed entirely of southern dealers were formed? By combining their resources 
they could probably underwrite all the issues except the exceptionally large ones. 
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TABLE II 
STATE AND LOCAL GOVERNMENT SECURITY ISSUES, SIX SOUTHEASTERN STATES 


Classified by Size of Issue 
(Per cent of Total Dollar Volume) 


Per cent of Total 


Size of Issue, Thousands of Dollars 
1948-49 1954-55 


Less than 100 9. 1.5 1.5 
100 250 5.8 4.7 
250) 500 9.6 6.3 
500-1, 000 10.5 0.9 
1, 000-5, 000 32. 41.4 26.0 
5, 000-10, 000 a 12.8 10.7 
10, 000-50, 000 18.4 20.6 
Over 50,000 11.3 


All issues 100.0 100.0 


100.0 
TABLE III 
STATE AND LOCAL GOVERNMENT SECURITY ISSUES, SIX SOUTHEASTERN STATES 
UNDERWRITTEN EXCLUSIVELY BY SOUTHERN UNDERWRITERS, 
UNDERWRITTEN WITHIN STATE OF ISSUE 
Classified by Size of Issue 
(Per cent of Total Dollar Volume) 


Per cent of Total 


Size of Issue, Thousands of Dollars 
1925-24 | 1948 49 1954-55 


Less than 100 7 
100-250 73 
200 SOO 36 
500 1.000 73 
5,000) 10,000 


All issues 


Whatever the possibility, however, this apparently does not happen very fre- 
quently. Issues underwritten by southern underwriters exleusively are generally 
underwritten within the state of issue. (See Table TEL.) . 

There is litthe pooling of funds between underwriters except in the local area. 
In the 1925 24 period, 75 per cent of the dollar volume of securities underwritten 
exclusively by southern underwriters was underwritten in the state of issue, and 
practices today are about the same. In the 1954-55 period, 73 per cent of the 
issues exclusively underwritten by southerners was underwritten in the state of 
issue, (See Table ILL.) Clearly, if dealers in one city tind the underwriting of an 
issue is beyond their resources, they do not commonly turn for help to other 
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southern underwriters. Exceptions are so infrequent that when they do occur, 
they are subject to a great deal of press comment. 

Here, again, the way the investment dealers in the six southeastern states 
operate largely explains the tendency to confine any pooling of resources to deal- 
ers within the state of issue. There is no single financial center in the South. 
In the six states included in the study, most investment dealers limit their opera- 
tions to their own and a few neighboring states. Moreover, the sphere of opera- 
tions of the dealers in one major city seldom overlaps that of dealers in another 
major city.’ 

The dealers, thus, are specialists in the securities of certain governmental 
bodies located in certain areas. One of their most important intangible assets, 
therefore, is a reputation of being the source for such securities. Since such con- 
tacts build up over the years and are not readily disearded, most of the dealers 
are operating today in about the same areas they were 20 years ago. The follow- 
ing quotation, paraphrased from a letter received recently from an investment 
dealer in one of the large cities, fairly well describes the operations of a typical 
dealer. 


We deal as underwriters of local issues both as originator and participant. Such issues 
as we originate are naturally of comparatively sma size and our greater activity is as a 
participant in both local and national issues. We participate in a great many issues of 
leading companies and municipals in the country through the national underwriting 
houses. We act as dealer, or broker, in local issues of stocks and bonds. Such issues include 
most of the local issues and issues of a wider market. We act as original purchaser of 
many municipals, but our activities are generally confined to the issues of this state. We 
also participate with other dealers in this city in such issues. We sometimes participate 
in issues Outside our own particular territory. 


His statement that “We participate in a great many issues of leading companies 
in the country” is a clue to why the area’s increasing financial resources have not 
developed more south-wide syndicates. As indicated earlier, when a dealer sub- 
mits his bid, he has at least a rough idea of the investors to whom he will sell 
the securities. Most of them are in his area of operation. Southern investors are 
no exception in wanting to diversify their holdings. They are likely to want 
securities from outside the area not only municipals but corporates as well.4 
The dealer, therefore, needs to balance his stock to meet the demands of his 
customers. If he participates in underwriting outside his immediate area, he is 


? Underwriters in only four of the six states generally do any underwriting outside their 
own state. In general, New Orleans investment dealers extend their operations beyond 
Louisiana into Mississippi and to a lesser degree into Texas. Georgia investment dealers do 
some business in Alabama and to a lesser degree in Florida. South wide underwriting is 
done by a few Tennessee dealers 

The influence of the desire for diversification on the investment policies of southern 
insurance companies ts discussed in ‘The Savings and Investment Punetion of Life In 
surance Companies in the Sixth Federal Reserve Distriet,”’ Leonomie Study No. 6, by TP, 
R. Atkinson, issued in November 1956 by the Research Department, Federal Reserve Bank 
of Atlanta. 
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likely to do so in securities issued by governmental bodies outside the South or 
by corporations having nationwide operations. 


Vv 


Has the changed pattern of underwriting meant that southern municipal bor- 
rowers now have more or less access to the capital markets? Referring again to 
Table 1, we find that, taking issues as a whole, a smaller rather than a larger 
proportion were underwritten exclusively by southern underwriters in the later 
periods than in the earlier period and that « smaller proportion of the issues were 
underwritten exclusively by non-southern firms. On the other hand, we have 
noted that southern firms have participated more with non-southern firms in 
underwriting syndicates. We must qualify these generalizations when we look 
at the statisties on issues classified by size, since the proportion of exclusive 
southern underwriting has increased for issues of up to one million dollars. Never- 
theless, the greater finaneial resources in this part of the South apparently have 
resulted in strengthening rather than in weakening the financial ties with the rest 
of the country. 

The strengthening of finaneial ties with the remainder of the country has 
probably improved the access of the southern borrower to the capital markets. 
The acid test of accessibility is the price the borrower has to pay for the money. 
This cost ean be measured by the average yield, reflecting not only the interest 
rate of the security but also the price at which the securities are sold. Other things 
being equal, we may safely assume that the greater the number of possible bid- 
ders for the securities, the lower will be the yield and the cost to the borrower, 

When the issues are considered as a group without regard to size or type, the 
most favorable returns are secured by the borrowers through syndicates composed 
of both southern and non-southern firms. In the period 195455, yields on issues 
underwritten by such syndicates averaged 2.75 per cent, a lower figure than those 
for either the issues underwritten exelusively by southern underwriters, 2.77 per 
cent, or exclusively by non-southern underwriters, 2.05 per cent.4 (See Table IV.) 

When the issues are grouped by size, however, more favorable terms are se- 
cured on small issues when they are underwritten exclusively by southern under- 
writers than when underwritten by either of the other two groups. For issues of 
from 100,000 to 500,000, for example, yields averaged 2.66 when underwritten 


exclusively by southern underwriters, 2.75 when underwritten by syndicates 
composed of both southern and non-southern firms, and 3.08 when anderwritten 
by non-southern firms. In short, for small issues, the farther the underwriters 
were from home, the higher the costs were likely to be. For the larger issues, 
however, the “in-between” sort of underwriting was the cheapest. 

Because security vields are influenced by so many different factors, generaliza- 
tions made on the basis of averages are subjeet to a good many pitfalls. Yields 


on the securities may vary beeause of the type of borrower, his eredit rating, the 


* The average vields on securities underwritten by the various types of underwriters had 
the same relative relationships to each other in the 1925 24 and [94S 49 periods as in the 


1954 55 period 


SOUTHERN VS. NON-SOUTHERN UNDERWRITING OF MUNICIPALS 167 


TABLE IV 
STATE AND LOCAL GOVERNMENT SECURITY ISSUES, SIX SOUTHEASTERN STATES, 1954-55 
Arithmetic Means of Average Yields, Classified by Size of Issue 


and Location of Underwriter 


Type of Underwriting 


Exclusively | Southern and Exclusively 
Southern | Non Southern Non Southern 


| 3.78 
3.08 
2.67 
204 
2.84 
2.83 
2.8) 


So 


te 
t 


Less than 100 
100 250 

250) 500 

500-1 000 

1000-5 000 
5000-10000 
10,000 and over 


te 
te 


te 


7s 
74 


te 


te 


to te 


All issues 2.93 


maturities of the issues, and conditions in the money market. Nevertheless, the 
comparatively large number of issues over 900-— about which we have informa- 
tion on average yields for the 1954-55 period may give some validity to the gen- 
eral Comparisons made on the basis of these averages. Moreover, when break- 
downs were made by maturity and by type of issuing body, the same general 
relationships were found. 

Nevertheless, the differences in the eredit ratings of the securities underwrit- 
ten by the three classes of underwriters deserve special attention. These differ- 
ences, together with the institutional character of southern investment under- 
writing, help explain how the southern municipal borrower's access to the capital 
markets has improved, 

States, cities, and counties and other public bodies who are persistent borrowers 
of sizable sums are likely to have established national credit: ratings of some 
sort, published in Moody’s /ndustrials or similar publications. Possession of a 
credit’ rating is of considerable importance in determining the degree of com- 
petitive bidding for the securities, because it enlarges the number of possible 
investors who will buy the securities from the underwriters, As ‘Table V shows, 
most of the small issues in the six states are those of governmental bodies without 
credit ratings, although in many instances the financial condition of the borrower 
may be equal to or better than some of the larger and more persistent borrowers. 

The information given in'Table V, however, provides support for a hypothesis 
that a type of credit rationing by southern underwriters may explain why interest 
rates measured by yields are lower for small issues when underwritten exclusively 


by southern firms and interest rates for larger issues are lowest when under- 


written jointly by southern and non-southern firms. 

We have already seen that southern underwriters ration their available under- 
writing resources to underwriting the issues of small municipal borrowers in 
their immediate territories. They are in a better position to appraise the eredit- 


| 
Size of Issue, Thousands of Dollars } 
| 
° 
| 
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TABLE V 
STATE AND LOCAL GOVERNMENT SECURITY ISSUES, SIX SOUTHEASTERN STATES, 1954-55 
Classified by Moody Credit Ratings, Size of Issue, and Location of Underwriter 
(Per cent Distribution) 
Credit Rating 


Location of Underwriter and 
Size of Issue in Thousands of Dollars 


AA BAA, BA & B None 


Exclusively Southern 
Less than 250 
2500 
SOO 1 000 
1.000 5.000 
5.000 and over 
All sizes 
Southern and Non Southern 
Less than 250 
S00 1000 
1.0000 5.000 
5.000 and over 
All sizes 
KEarcluswely Non Southern 
Less than 200 
250 S00 
000 
1.0000 5.000 
5.000 and over 
All sizes 
All Types 
Less than 250 
1.000 5 000 
5.000 and over 
All sizes 


worthiness of the small norf-rated issues than underwriters with headquarters 
outside the immediate area, and they can also sell the issues to loeal investors. 
Consequently, they apparently are able to underwrite the issues on terms favora- 
ble to the borrower. 

In addition, southern underwriters apparently ration most of the remaining 
underwriting resources to participation in syndieates underwriting the issues 
that have high eredit ratings (55 per cent of the jointly southern and non-southern 
issues underwritten had a rating of A and AA). Such issues, in general, have lower 
than average vields. They probably participate in syndicates in order to be able 
to offer their customers diversified investments. But at this point, southern un- 
derwriters have apparently exhausted their resources. They are not interested 
in the large issues with low ratings nor in the small non-rated issues that do not 


meet their standards. 
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2 15 83 100 
20 67 100 
22 19 59 100 
28 20 100 
33 100 

9 17 74 100 
13 100 
57 Is 25 100 
29 100 
jl 33 16 100 
10 34 100 
4,4 24 21 100 
20 45 100 
Ww 
4 
| 17 10 
3S 
M4 72 
25 22 
2s 2s 100 
33 17 
1! 32 27 
25 21 DA 100 
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Recognizing the inevitable exceptions to any such generalizations, therefore, 
the small municipal borrower whose issues are not underwritten by southern 
underwriters and the larger borrowers with low credit ratings rely on the un- 
derwriting by non-southern firms exclusively and usually pay higher interest 
costs. 

If the foregoing generalizations are correct, the growth in southern financial 
resources has improved the access of southern municipal borrowers to the capi- 
tal markets, even though the proportion of the total securities underwritten ex- 
clusively by southern underwriters has not increased. The little over 30 years 
under review have seen a sharp increase in exelusive southern underwriting of 
small issues. Lacking national eredit ratings, small municipal borrowers are likely 
to suffer most by way of the higher interest costs when there is no demand for 
their securities through local underwriters. Therefore, the greater financial re- 
sources of the South, inereasing as they have the resources available to southern 
underwriters, probably have improved accessibility to investment funds for the 
small municipal borrowers, 

Possibly the greater participation of southern firms in joint underwriting of 
large issues has also improved the access to the capital markets for the larger 
borrowers, although the conclusion is not so clear. Greater finaneial resources 
have made more frequent participation by southern underwriters possible, and 
the yields on issues so underwritten average lower than on issues underwritten 
exclusively by non-southern underwriters. But as we have seen, there is a tend- 
ency for the southern underwriters to concentrate on participation in syndi- 
cates underwriting issues with the higher credit ratings. We can only assume that 
the eagerness of southern underwriters to participate in such large issues may 
have favorably influenced the attitudes taken by the large investment firms with 
whom they are participating. 


Mans 
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FREE ENTRY AND THE TRADE MARK- 
TRADE NAME PROTECTION 


MELVIN L. GREENHUT* 
Florida State University 


1, INTRODUCTION 


Marks, Names, Patents, and Copyrights 


The protection provided by trade mark and trade name is not nearly so strong 
us that which is gained under patent rights or copyrights. But marks and names 
do promote, although to a lesser degree than patents and copyrights, any ten- 
dency that may exist to gain monopoly control of markets. Recognition of these 
relations has governed both the eases in which patent right extension was sought 
through the device of trade marks and trade names and the cases which are 
purely of mark and name content. While this paper deals essentially with the 
latter eategory of problem, a further word or two about similarities between 


patents, copyrights, marks, and names is first in order. 

The patent or copyright provides exclusive use over a period of years to a 
process or a creation. Under broad filing arrangements, the owner gains simple 
monopoly control, competition remains possible from only distant processes or 
quite different products. Mark and name rights, in their turn, exclude others 


from use of the same term of reference. Process or creation ean be comparable 
just so long as words of end description appear to differ. Thus it is the law that 
the patent for cellophane enabled the BE. 1. duPont de Nemours Co. to exclude 
others from its production during the life of its right. But its attempt to prevent 
others after the patent expiration date from producing a like product under the 
term ccllophane was denied in the courts. Cellophane, the Supreme Court said, 
means anew wood product, not an article of commerce that is unique to duPont, 
Neither mark nor name right exist in the word cellophane. The word cellophane 
ix deseriptive of the product not its origin.’ Patents and copyrights protect 
process and creation; marks and names, when found, protect only the source? 
When not found, not only may the product be copied but so too the name. 


Assumptions And Objectives 


This paper postulates that trade marks and trade names offer some monopoly 
control to their owners. These possessory rights in the hands of enterprises which 
are otherwise dominant in the national market (and in some cases in regional or 


* The author wishes to acknowledge his thanks to the Southern Fellowship Fund for a 
vrant whieh made this study possible. Also a debt of gratitude goes to Professor Frank 
Miller of the Washington University Law Sehool for his helpful suggestions. 

DuPont Cellophane Coo vo Waxed Produets Co., 575 (105s). 

* Seandinavia Belting Co. v. Asbestos and Rubber Works, 250 US. 644 (1919); Yale and 
Towne Mig. Co. v. Ford, 205 F707 (CCA Sd, 1913), and G. and ©. Merriam Co. v. Syndicate 
Pub. 287 US. GIS 
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local markets) serve to promote fewness in numbers. This paper assumes that 
free entry into markets is desirable, that restraints on entry, legal and noneco- 
nomic,® direct and indirect, should be kept to a minimum. Under its assump- 
tions, the paper offers a standard of mark and name protection that is designed 
toward this end of free entry. It sets stage for the inquiry by examination in 
section IT of the classes and types of mark and name cases. This demonstration 
of how widespread the mark and name exclusions have been manifests the need 
for discussion of this problem by the nation’s economists as well as by its lawyers. 

It is critical in a paper of this type which stresses the economic side of laws 
and adjudications not to be bogged down with legal technicalities. Yet at the 
sume time, the intricate pattern and checker-board effeet* of 48 state laws plus 
a federal law can be confusing. Readers may wonder which law, state or federal, 
common or statutory, is involved. This matter and the facts which determine 
the outcome are sufficiently complex to baffle often the lawyer much less the 

vader who is technically trained in other matters. It is hoped that the next few 
remarks will settle this problem for those who may have it arise during their 
reading of this paper. 

Our interest in the preserit article is mainly in general law, and not in specifie 
state laws or particular federal statutes. This general law which forms our focus 
is composed fundamentally of the common law.’ Thus, little mention is made 
in this paper of the Lanham Aect® or of any of the specific state statutes on the 
subject. We need note only that the Lanham Act provides for registration of 
marks partly in line with common law conceptions of what is a trade mark and 
partly outside of the common law pattern. Thus descriptive, geographieal, and 
primarily surname words among others are registrable as marks in certain cases 
even though at common law they would not be trade marks. But distinctions of 
this type do not really concern us. Our emphasis and our terrainology will be 
in accord with the concepts of the common law rather than any given statute. 
Significantly, for the purpose of this article, it suffices that the underlying 
philosophy of protection given by the Lanham Act appears to be in line with the 
general law interpretations which we later on wall relate? 

The complex effect of 48 state laws, common and statutory, requires that we 
mention but briefly the importance of state law in this field of jurisprudence. 
E.ven where federal jurisdiction is exereised over a dispute, state law has gen- 
erally been held to be applicable” Only on the count of violating federal regis- 


"We need not discuss here the question whether natural economic restraints on entry 
should be encouraged or not 

See J. Sweeney's reference to the Klaxon Case and its cheeker board effect in the Bulova 
Watch Co. v. Stolzberg, 69 F. Supp. 543 (DD. Mass, 1947). 

* In this respect it may be pointed out that the common law serves as the basis for inter 
pretation of statutory law unless legislated specifically to the contrary. 

The Trade Mark Act of 1946, 15 US §1051 et seq 

7 And see infra, note 29, where J. Clark’s dissenting interpretation of the Lanham Aet 
will be seen to compare closely with the extreme of the general law that is deseribed in 
section TL of this paper 

* Erie Co. Tompkins, 304 US. 64 (1938); Pecheur Lozenge Co., Ine. vo National 
Candy Co., Inc., 315 US. 666, 667 (1941) 
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tration does national Jaw always fill up the gaps left open by the statute in 
question.” When, however, federal jurisdiction is gained because of diversity of 
citizenship or on grounds of a cause substantially related to a federal claim, the 
relevant law is often held to be the local law.'® 

In many respects, the matter of applicable law is insignificant in practice. 
Often the issue is not raised and the parties rely on federal law."' Moreover, there 
may not be any real difference between the laws.” If any trend exists, one might 
expect that under section 45 of the Lanham Act some swing to federal law will 
come about. But this matter too is not of great import to the present paper. Our 
special interest here is in the fairly widespread pattern of cases which favor 
more and more protection rather than the old amount of protection. Whether or 
not this pattern is fully general can be disputed. The point, however, is largely 
academic to us and unimportant, though there is authority which stresses this 
trend and which points to the Lanham Act as one example of this bent."* In any 
case, this paper will contend that the protection given today is not desirable in 
any of its prevalent forms. 


Il. TYPES OF POACHING 


Common Law Protection Of Mark And Name 


At common law, protection was offered any tradesman who was subject to 
mark or name encroachment by another. This legal aid was supported by the 
impelling claim that the consumer interest above all other things must be pro- 
tected, for, by the very nature of the economic theory of Adam Smith, was not 


the consumer the foeal point of all business activity? Prevention of mark and 
name encroachment would eliminate possible source of confusion. Fair competi- 
tion for the satisfaction of an informed consumer was the ultimate goal. 

The idea of protecting consumers from deceptive practises of poachers was, 
however, more illusory than real." It was not the end buyer of goods and services 
who was uppermost in the minds of judges, rather it was the property right of 


* Time, Ine. v. Viobin Corp, 128 F. 2d 860 (CCA 7th, 1942); Mishawaka Rubber and 
Woblen Mfg. Co. vo S.8. Kresge Co., 316 U.S. 203 (1942). 

© Por the matter of jurisdiction, see Hurn v. Oursler, 289 U.S. 238 (1933); Armstrong 
Paint and Varnish Works vo Nu Enamel Corp., 805 U.S. 315 (1938); and Musher Foundation, 
Ine. v. Alba Trading Co., 127 F. 2d 9 (2nd DDA, 1942). For applicable law see note 8 supra, 
and National Fruit Produet Co. v. Dwinell Wright Co., 47 F. Supp. 499 (D. Mass, 1942). 
To the partial contrary, see Bulova Watei Co. v. Stolzberg, op. crt. 

Kellogg Co. vo National Biseuit Co., 305 U.S. 11D (1938); Skinner Mfg. Co. v. General 
Foods Sales Co., 143 FP. 2d 805 (CCA Sth, 1044). 

'? Safeway Stores, Ine. vo Sklar, 75 F. Supp YS (ED. Pa 1947); Gum, Ine. v. Gumakers of 
America, Ine., 186 F. 2d 957 (CCA 3d, 1943). 

See J. Clark's statements infra note 20. J. Clark leaves strong impression in this case 
that over the vears the amount of protection has been increased. In this regard he appears 
not to be in argument with J. Hand. It is only on the matter of just how extreme is the 
protection that the Lanham Aet provides that the dissent is sharp. But even here whether 
the Lanham Act limits protection to more than the case of confusion alone as J. Hand 
explains or to confusion by itself as J. Clark contends, this Act reflects a vast body of 
general law which earries protection to a rather forward position. 

See Judge Frank's “eoneurring opinion” in Standard Brands, Inc. v. Smidler, 151 F. 
2d 34 (COA 2d, 1945). 
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business men which attained primary consideration in the courts. It mattered 
not that the poacher of another’s mark or name effected price reductions for the 
benefit of the consumer. Judicial protection repeatedly was extended to the party 
whose mark or name was taken, regardless of the extent of competition in the 
market. 


Types Of Poaching 

This idea of property right protection “above all else” amounts to ownership 
of a monopolistic privilege by the tradesman who is able to claim possessory 
rights to mark or name. By classifying into types the market situations in which 
this property right concept is applied, we can see readily that the mark and 
name protection in this country serves to foster that which the Sherman and 
Clayton Acts seek to prevent. 

A. COPYING THE TRADE MARK AND TRADE NAME. The trade 
mark differs from the trade name in the following main respects. The trade 
mark at common law is an arbitrary and fanciful designation. Its owner gains 
recognition of the mark only if adopted prior to the use of the same mark by 
another. It must be conspicuously affixed to goods. It may be a word, letter, 
number, design, picture, or combination of these things. It cannot be a common 
or generic name for the goods or a geographical, personal, corporate, association, 
or descriptive name.!® 

The trade name at common law is not necessarily associated with goods. It 
may relate to services or the business itself, Affixation is therefore unnecessary 
and so too prior use. The use, in fact, may be secondary, tertiary, or even still 
later in point of time. What matters is whether the consumer recognizes the 
designation as representative of the subject firm. This identification sets up a 
secondary meaning at law which indicates that the trade name designation has 
gained special significance. Thus, even though it may have been a common or 
generic name, or a geographical or personal name, or even though it may be a 
corporate, association, or descriptive name, its use over time and the identifica- 
tion of the public has given the trade name unique reference to only the subjeet 
firm.'® The main difference between common law trade mark and trade name, 
apart from such matters as fact proving and damages, is this time element dis- 
tinction. The trade mark gains protection almost immediately; the trade name 
achieves property right status only after long use." 
16 See section 715, 3 Restatement, Torts. 
16 See section 716, 3 Restatement, Torts. 

7 Jantzen Knitting Mills v. West Coast Knitting Mills, 46 FP. 2d 182 (1931); Clorox Chem- 
ical Co. v. Chlorit Mfg. Corp. 25 F. Supp. 702 (1938). 

The Jantzen case explains most clearly and simply the basie requirements and distine- 
tions of the trade mark. In that ease, the court held that the design of the girl formed the 
trade mark, not the bathing suit worn by her. Expression is therefore given to the arbi- 
trary. The swimming suit is merely instrumental. Nothing about the design describes the 
suit. At most, it is suggestive and not invalid as a trade-mark. This trade mark right takes 
place almost immediately. 

* Kay Jewelry Co. of Chattanooga v. Morris, 26 Tenn. App. 285 (1942); John B. Stetson 
Co. v. Stephen L. Stetson Co., 85 PF. 2d 586 (1956); Horlicks Malted Milk Corp. v. Horlick, 


143 F. 2d 32 (1944). 
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Poaching of trade mark and trade name (and of corporate name'*) takes place 
when another party adopts as its trade mark or trade name a designation which 
is confusingly similar to that of the tradesman who claims a property right.2° 
This confusing similarity normally requires for proof an objective appraisal of 
points of likeness rather than of difference.“ Furthermore, in the simplest in- 
stances, it takes place between competitors of the same goods in the same 
market. 

(1) Competing Goods Sold In The Same Market. The easiest case to handle of 
mark or name poaching arises when a tradesman creates a product substantially 
identical to that of another and markets this good under close mark or name in 
the same sales area. Immediately the possibility of poaching exists. That which 
the plaintiff need establish is that his trade mark fulfills the requirements noted 
above or that his claim of a legally recognized trade name is valid by fact of 
compliance with the requirements listed above, or, of course, with any governing 
statute. The intent of the poacher is not a factor in these cases.“ Confusion of 
consumers is the single extra element needed. In concert with legally recognized 
mark or name, confusion of consumers solidifies the plaintiff’s claim in the case 
of competing goods sold in the same market. The combination warrants his pro- 
tection against the intruder. 

Consumer uncertainty in this ease does not have to contain detrimental fea- 
tures in addition to that of the natural emotional disturbance caused by mark or 
name similarity.’ Unfair intrusion on the mark or name of the plaintiff through 
confusion of product and source carries with it the diversion of trade that forms 
the basis for legal condemnation of the act of the poacher, innocent® or other- 
wise”* That the consumer may benefit through price reduction is irrelevant 


matter to the lawyer. 

(2) Noneompeting Goods Sold In The Same Market. A more difficult problem 
field has been the case where the so-called poacher invades the claimed property 
right of another by copy of mark or name but without any trade being diverted 
from the original owner of mark or name. Nondiversion of trade arises when the 


The Kay Jewelry ease illustrates quite clearly the need for Lime in gaining the secondary 
meaning that formes the basis for a legal trade name. Thus, it was said that personal names, 
like other trade names, must become well established and reeognized by previous use. 

Corporate name actually is part of the same general species of law as the trade name. 
Minor differences possibly exist in some jurisdictions in the award of damages. 

% Section 728, 3 Restatement, Torts. 

" Section 720, 3 Restatement, Torts 

Section 717, 3 Restatement, Torts 

“In particular the federal trade commission has moved heavily in the direction of pro 
tecting a trade name against unfair practises even if consumers are misled to their pecuniary 
advantage. See Federal Trade Commission v. Algoma Lumber Co., 201 U.S. 67 (1934). 
And see Adolph Kastor and Bros., Ine. v. F-TLC., 188 PF. 2d 824 (CCA 2d 1943), where the 
element of confusion alone was given possibly its strongest hand by the commission. 

* Isador Straus vo Notaseme Hosiery Co., 240 US. 179 (1916); Hygeia Distilled Water 
Co. v. Consolidated Lee Co., 144 139 (1906). 

*” Laurence Mfg. Co. v. Tennessee Mfg. Co., 138 U.S. 537 (1891); Elgin National Watch 
Co. v. Hlinois Wateh Case Co., 170 665 (1900). 
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poacher produces a different good. In this event, the claimant of a monopoly 
right affirms only that his reputation must be protected. Likelihood of confusion 
of source of manufacture sets up by itself sufficient basis for protection.2* The 
identification problem requires close relation between the products of the plaintiff 
and the products of the defendent.” Only then may real uncertainty develop. 
In certain jurisdictions, however, the doctrine has been carried to the extreme 
of granting protection even where the products were very remotely related to 
each other.” 

The essential difficulty with these views is that the consumer economic interest 
has again been discarded. ‘The question of consumer benefit or loss, apart from 
emotion, is not of matter in courts which require closely related products nor in 
courts which grant protection even when products are substantially dissimilar. 
Inferiority of product need not be proven,?’ nor even need intent to palm off be 
established“? It suffices sometimes that just slight basis for confusion exists to 

yarrant protection of mark or name." But, how far should monopoly rights be 
extended 2” Should persuasive advertising of nothing more than name be fostered 
or should informative advertising of substance be protected?” Decision in favor 


26 Aunt Jemina Mills v. Rigney and Co., 247 F. 407 (CCA 2d 1917); Yale Eleetrie Corp. v. 
Robertson, 26 F. 2d 972 (CCA 2d 1928). 

See Kinnaird, ‘Goods of the Same Descriptive Properties,” 35 Ay. L. J., 330, 332, where 
the writer states that the more recent eases have been emphasizing confusion whereas 
earlier cases stressed the attempt ‘to palm off” for oneself the property right of another. 

27 California Fruit Growers exch. v. Sunkist Baking Co., 166 F.2d 97 (1948); 8. John 
son and Son, Ine. v. Johnson, 116 G.. 24 427 (CCA 2d, 1940), and 175 BF. 2d 176 (COA 2d 1949). 

* Tiffany and Co. v. Tiffany Productions, Ine., 147 Mise. 679, 264 N.Y. 459 (1982)... 
jewelry and motion pictures. Kroll Bro. Co. v. Rolls Royee Litd., 126 2d 495 (CLO PLA, 
1942)... baby carriages and automobiles. And see Wolff, “Non Competing Goods in Trade 
mark Law,’’ 37 Col. L. Rev., 582, SOL (1937), where it is said that some courts, being unable 
to find substantial damage to the plaintiff and not wanting to base protection on a property 
right, have made deception of source not only a test of unfair competition or trade mark 
infringement but an “independent and self sufficient basis of injunctive relief.” 

27 Only in the “dissenting opinion” of Judge Frank in the Triangle Publications Ine. v. 
Rohrlich et. al., 167 F.2d 969 (COA 2d, 1948) does there exist a strong appeal to the question 
whether the product of the poacher is inferior or supertor, Indeed, in the dissenting opinion 
of Judge Clark in the S.C. Johnson Case, op. crt., we find that, in his interpretation of the 
objective of Congress in the Lanham Act, the opposite extreme was believed to be intended. 
According to Judge Clark, confusion alone, apart from close relation of produets, should 
form the basis for proteetion 

*” See Section 729, 3 Restatement, Torts, 

Callmann, “The “Sunkist”? Decision: Trade Marks at the Crossroads,’ 38 Trade Mark 
Rep. 304, 308 (1049). 

* Ford Motor Co. v. Ford Inseeticide Corp., 69 F. Supp 895 (1947)... automobiles and 
fertilizers; Bulova Wateh Co. v. Stolzberg, 69 F. Supp 543 (1947)... watches and shoes; 
Alfred Dunhill of London, Inc. v. Dunhill Shirt Shop, Ine., 3 F. Supp 487 (8S. DON. Y. 1920) 

smoker's supplies and shirts; Lady Ester, Ltd. v. Flanzbaum, 44 Fo Supp. 666 (D RUE. 
142)... cosmetics and shoes, 

® Brown, ‘Advertising and the Publie Interest. Legal Protection of Trade Symbols,’ 
57 Yale L. J. 1165. The essential theme of the paper is that advertising programs which 
encourage consumer purchase because the product is manufactured by “The’’ XYZ Co. 
impart little if any value to the consumer. In contrary manner, those advertising programs 


- 
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of confusion alone or even in favor of confusion plus closely related goods favors 
the persuasive or selected name reference type of advertising; it enlarges monopo- 
listic privileges. Decision requiring demonstration of inferiority of product in 
addition to source confusion and related goods serves to promote the informative 
or so-called primary advertising which stresses the content of the product.” 

It is manifest that in time the situation of sales of noncompeting goods in the 
same market may, through the addition of new product lines by the original 
seller, become a case of sales of competing goods in the same market. This even- 
tuality that the plaintiff may expand production to the poacher’s field is espe- 
cially probable when the original goods are in the same general line. It is because 
of this possibility that the lawyer who speaks of property rights in marks and 
names rather than just in terms of confusion of consumers is willing to extend 
the protection that is granted in the case of competing goods sold in the same 
market to the ease of noncompeting goods sold in the same market. But the 
economist notes that if protection is not given the claimant of the property 
right at the time before his production of like goods takes place, the confusing 
similarity in name, territory, and then in goods that will arise upon plaintiff's 
expansion to the poacher’s field may well lead to price competition. In contrast, 
if protection is granted, a price leadership “competition only in brand name” 
type of market tends to be promoted. More and more, the economist must 
wonder about the place of the consumer in this field of law. 

(3) Same Goods Sold In Noneompeting Markets. The third main category 
in which protection may be found under the trade mark and trade name law 
is that of the ease where goods are similar but market areas are different. In 
those eases, injunetions are readily given the owner of the mark or name just 
so long as there is strong possibility that the plaintiff may expand into the mar- 
ket area of the poacher.” Though intent is not an essential element of these 
cases,”® many of the decisions have stressed the intent of the late comer.” In 
this way, these eases are somewhat distinguishable from those noted previously. 
Basically, however, the fundamental consideration appears to be the borrowing 
of another's reputation by way of confusion of source.” As in the case of non- 
competing goods sold in the same market, where inferiority of product might 
be expected to be a main consideration, the fact is that it is not. Indeed, as in 


which explain why this product is better than that one are said to be of the type that should 
be encouraged. protection of mark and name encourage the initial type of adver- 
tising; restricted protection would encourage the informative brand of advertising 

% See Section 732, 3 Restatement, Torts. 

* Brooks Bros. v. Brooks Clothing of California Ltd., 69 F. Supp 442 (1943). 

See Sweet Sixteen Co. v. Sweet “16 Shop, Ine., 16 2d 920 (1926), where it is held 


that prior appropriation in a market area governs except where the mark or name was 
taken with design inimical to the interest of the other. Also see Ritz Carlton Hotel Co. v. 
Ritz Carlton Hotel Corp. 66 PF. Supp 720 (1946) and United Drag Co. v. Reetanus Co., 248 
US. 00 (1919). And see Gable, “Where and What a Trade Mark Proteets,’’ 22 L. Rev. 
370, 381 (1927) 

* Stork Restaurant, Ine. v. Sahati, 166 F. 2d 348 (1948); Maison Prunier v. Prunier's 
Restaurant and Cafe, Ine., 288 N.Y. 8. 520 (1936); Safeway Stores, Ine. v. Sklar, 75 F. 
Supp, OS Pa. 1947), 
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that situation, it may not even be relevant datum.*’ The policy in these cases 
appears to no small extent to be that the use of another’s mark or name has a 
dilution effect by the very nature of the frequency of its appearance before the 
public; this alone seemingly warrants extension of monopolistic privileges.?? 

At a minimum, it might be suggested in contrast to the above deseribed law 
that refusal to grant monopolistic protection, in all eases except where there 
prevails inferiority of product, would guaranty a more active base of competi- 
tion in price throughout the nation. Also, it would promote informative and not 
persuasive advertising, as well as to cause an associated decrease in the amount 
of monopolistic privileges that are granted in this country. But more about effeets 
after the remaining main forms of poaching are outlined. 

B. COPYING THE PRODUCT. Though not perfeetly in line with the em- 
phasis of this paper, two situations closely related to that of the trade mark- 
trade name protection should be noted. These types of encroachment require 
the very brief examination which follows: 

(1) Copying The Functional Part. Product duplication may take two forms: 
(a) copy of only the functional part of the good or (b) copy of the nonfunctional 
part of the good. Objection to product duplication in this country has been 
extended by our courts only to the latter type of copy. The reason for this re- 
strieted action lies in the obvious fact that complete duplication of absolutely 
nonessential parts of a good can searcely by justified. But, where the features 
of the good that are copied are functional, that is, where they offer utility to 
the consumer, the duplication of the product does not arouse any sanetion. 
Competition to its furthest point is justified in these cases, just so long as some 
necessary reason exists for the copy. In contrast to the cases listed under (A), 
confusion of the public as to whether it is receiving the product actually expected 
is not so important in the legal treatment of this class of case as is the objective 
of gaining alternative sources of the good.” 

(2) Repacking The Product. Unfair competition of the trade mark and trade 
name variety extends to those cases where well known goods are altered by a 
repackager and sold under guise of the original. Frequently amounting to adul- 
teration of the original good, the holdings in these cases invariably permit 
representation of the name of the original producer with explanatory note of 
qualifying or modifying form.” This general type of deeree has possibilities of 

See Food Fair Stores, Ince. v. Food Fair, Ine., 83 Supp 445 Mass 1945), where a 
Massachusetts statute designed to place Massachusetts law in step with federal law em 


phasizes confusion alone 

See Schechter, “The Rational Basis of Trademark 40 Mare. Lo Rev. 813 
(1927). He would do away with the requirement of similar descriptive properties or like 
requirements. He would stress the use of the mark alone as being wrong, especially when 
the mark is unique 

Wesson v. Galef, 286 F. 621 (S.DIN LY. 1922); JC. Penny Co. v. H. Lee Mereantile 
Co., 120 24 949 (1941); Kellogg Co. v. National Biscuit Co., op. ert 

® Arinsworth v. Gill Glass and Fixture Co., 26 F. Supp. 185 (h.D. Pa 193s) _to do 
otherwise would be to extend monopoly to products not so inventive as to merit: a patent 

“A. Bourjois and Co., Inc. v. Katzel, 260 U.S. 680 (1923); Prestonettes, Ine. v. Coty, 
204 U.S. 350 (1924); Bourjois Inc. v. Hermida Laboratories, Ine., 106 F.2d 174 (CCA 2d, 


1939). 
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application to the trade mark and trade name deceptions examined above. 
Indeed, it forms the focal point of the solution to be suggested herein for the 
mark and name dilemma. 


PROPOSALS 


An Keonomico-Legal Basis For Trade Mark And Trade Name Protection 


The vast body of the law of unfair competition that is related directly to 
encroachment of trade mark or trade name suggests the impossibility of a single 
simple standard that is applicable without adjustment to every conceivable 
case. But, the vastness of field and the range of cases does not make impossible 
the formulation of a general standard to serve as guide. Quite the contrary, the 
very contradiction between the monopoly busting anti-trust statutes and the 
monopoly promoting trade mark and trade name policy indicates need for for- 
mulation of a generic approach to the subject. Without much doubt, this ap-. 
proach has been lacking in the past.“ 

The encouragement of as much product and price competition as can be 
achieved constitutes central basis for the generic standard proposed here. This 
policy of encouragement signifies that absolute injunetions and monetary damage 
awards should be confined to cases of gross fraud and high inferiority of product. 
Malicious palming off of produet or passing off of clearly inferior products must 
be frowned upon by any capitalistic society. This requirement of bad faith 
points up the overall moderation of the proposed standard. In cases of less than 
vieious palming off, that is, where the mark or name encroachment is innocently 
adopted or is adopted with single intent to gain immediate place in the market, 
mere confusion of source would not serve as basis for property right protection 
as is present the case (see especially Section LL this paper, A (1), (2) or (3)). 
All that which the poacher would have to show in this event for nonsuit under 
the proposed standard is distinetion of his designation to the satisfaction of the 
reasonably prudent buyer. His entry into the market is an economic need which 
a capitalistic society should encourage, not discourage. 

The proposed standard reflects appreciation of the assumption that the pres- 
ent day policy of ready protection to mark and name means extension of mon- 
opoly privileges. [t emphasizes the importance today of the distinction in titles; 
assochatively, it recognizes the weight that present day poliey gives to persua- 
sive advertising rather than to informative advertising. These results are not 
deemed beneficial to a capitalistic society. A more active competition in price 
and an encouraged entry of rivals should serve as the goal. This objective would 
be approached by restricting trade mark and trade name protection to the situa- 
tions cited in the general standard proposed above. 

The fundamental element required by the general standard is the probability 
of economic loss to the plaintiff and related harm to the public because of the 
inferiority of the poacher’s product. Vf such inferiority does not exist, the claimant 

See Brown, op. ert. And see Auerbach, “Quality Standards, Informative Labeling and 
Grade Labeling as Guides to Consumer Buying,” 14 L. and Contemp. Problems 362 (1949). 
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of the monopoly right loses not in reputation. He suffers only diversion of trade 
from competition. He is forced to differentiate his product to the advantage of 
buyers of varying whims and fancies. He is obliged to explain and to emphasize 
the unique difference of his product over that of rivals. Most fundamental, he 
probably will be forced to resort to competitive pricing in endeavor to retain 


his custom. 

Under the proposed generic standard, not only is a policy formulation gained 
which is in line with the general objectives of the anti-trust program, not only 
is Competition in price encouraged as well as competition by actually differ- 
entiated products (and not by just fancied differences because of trade mark 
or name), but a certainty or definiteness in judicial attitude can also be attained.” 
This certainty will make possible the ready adoption of mark or name. ‘The 
requirement of differentiation to the satisfaction of reasonably ‘“diseerning”’ 
buyers maintains need for careful consideration in the mark and name adoption. 
This stipulation is inextricably tied up with the provision that injury to the 
original user’s reputation by way of clear inferiority of product will be enjoined 
absolutely and with damages. A few words in explanation of the underlying 
meaning of this combination is now in order. 


The General Standard: Mark Or Name Qualification And Product: Infertority: 
Conclusion 

The general standard envisioned adds up to a double standard which requires 
very slight mark or name qualifieation and acceptable levels of product) per- 
formance.” Under the standard, any tradesman adopting the mark or name of 
another must distinguish it in such manner that the reasonably prudent buyer 
is immediately forewarned that perhaps there are two or more producers of 
like mark or name. This requirement of distinction reflects to an extent the 
protection usually accorded original producers of goods whose produets are 
being repackaged.” Further, it refleets the trend of adjudications under section 
5 of the Federal Trade Commission Act where words of distinction are often 
required.” The essential difference in the treatment of trade mark and name 


* See In The Matter of Manhattan Brewing Company, 42 FUT C. 226 (1916), for an ex 
ample of confusion of judicial attitude in the general field of unfair competition 

Contrast this standard with seetion 32 of the Lanham Act. op. ert. where clear distine 
tion of mark appears intended, 

See Prestonettes Ine. Coty, op. ert., and Bourjois Ine. vo Hermida Laboratories, 
op cit. And see Champion Spark Plug Co. v. Sanders, 331 U5. 125 (1947) 

* See vo Good Grape Co., 45 Fo 2d 70 (COA 6th 1950), where the trade name 
Good Grape was permitted with the proviso of an added clause that the produet is an 
imitation artificially colored and flavored. Also see Jacob Siegel Co. vo 327 
608 (1946), where tue misleading term Alpacuna Coat was permitted provided it was speei 
fied that the coat contains no vieuna. And see In The Matter of Manhattan Brewing Com 
pany, op. cit., where the modifying elause, made in the United States, was to be appended 
to the use of the names Canadian Ace Brand Beer or Canadian Ace Brand Ale. And see 
FLTC. v. Royal Milling Co. et. al. 288 US. 212 (1935), where the appended remark, not 
grinders of wheat, was required to offset the misleading quality of the word Mill in the cor 


porate name. 
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under the general standard proposed here as compared with the trend of prose- 
eutions under the Federal Trade Commission Act is not in remedy, but in the 
form which the cases take that will require remedy. 

The standard of protection for the public can be and should be raised in the 
mark and name cases so that rather than protect practically everyone, the un- 
wary as well as the wary, only the reasonably prudent will stand in the position 
where protection from poaching of mark or name is in order.’ Distinction in 
standards thus arises. In mark and name cases, protection is to extend from the 
reasonably prudent to the informed buyer (or the trained buyer). In unfair 
methods cases, protection extends (and is to extend) to all consumers; the words 
and points of explanation in those cases must be clear and emphatic for all. 

Difference in standards for mark and name cases compared with the others 
complies with the fact that the situations which come under commission sur- 
veillance are frequently instances of misleading advertising. This form of com- 
petition justifies all-inclusive levels of protection; in turn, the extreme protection 
provided by the commission promotes price competition. In the mark and name 
kind of problem « different condition prevails. Price competition is promoted 
by giving the tradesman broad latitude in the adoption of his designation rather 
than by placing strict limitation thereon. The standard of distinction between 
the licit and illicit requires inclusion only of that poaching which would confuse 
the reasonably prudent type of buyer. Significantly, the slight distinetion guar- 
anteed to the claimant of the property right assures him the custom of the dis- 
criminating market. [t also encourages the entry of rivals. 

The mark or name qualifieation suggested by the standard of the reasonably 
prudent buyer obviously permits a more subtle expression of distinetion than 
that which would exist in the ease of a standard based on the unwary buyer. 
This kind of slight differentiation does not reduce sharply the value of a second- 
ary use of mark or name. To the contrary, its value is left largely unaffected. 

Under the proposed standard, a somewhat greater number of adoptions of 
established marks or names, with slight verbal-like differentiation, could be 
expected to take place than are arising under present law, Yet, at the same time, 
endless eases of copy would not arise. In those fields where similarity in mark 
or mame is of advantage to new firms, close duplication in form will be promoted. 
Elsewhere, the trend to mark or name differentiation will continue unabated. 
The permission behind the copy would stand as that economico-legal factor 
which facilitates entry of new producers into the established markets which 


otherwise might seem impenetrable. [t would serve as the factor which promotes 


Present mark and name eases do not distinguish between wary and unwary buyers 
The matter of confusion is not directed to certain classes of buyers but to all buyers. See 
especially California Fruit Growers Exch. v. Sunkist Baking Co., op.cit., and S.C. Johnson 
and Son Ine. v. Johnson, op. eit., note 31 supra, and the dissenting opinion of Judge Frank 
in Triangle Publieations, Ine. v. Rohrlieh et. al., 167 F.2d 969 (1948). In the last reference, 
the diseussion turns on cases where not a single buyer was shown tobe misled. Significantly, 
J. Frank states that the exact number and type of buyers who should be confused to warrant 
netion is never specified. He notes that quantitative standards are applied only for purposes 
of emphasis; they are not applied on a consistent basis in decision making. 
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competition in price and in primary advertising in place of price leadership, 
selected advertising, and competition in mark or name. 

The policy of limiting the extension of monopolistic protection in mark and 
name can be expected to foree the public to weigh its purchases with greater 
caution. It should play down the importance of mark or name. Especially in 
markets like that of drugs and cosmetics, there should arise more than in the 
past the tendency to emphasize price and basic qualities of products. Most 
important of all, the general enlightenment of the public on this matter should 
serve to lessen and not to increase the prevailing amount of confusion of source 
and product. 

The proposed standard does not signify complete loss or destruction of the 
mark and name property rights. The standard simply means that the amount 
of protection at law is to be limited to the flagrant cases where the public is 
harmed. The staying of endless extension of monopolistic privileges by substitu. 
tion of minimum amounts of mark and name protection is enough to guaranty 
the product heterogeneity that supports goodwill. The general kind of com- 
petition alone will be changed. 

Besides serving to stimulate competitive potentialities of industry, the type 
of disclosure recommended in the general standard, through its tending to make 
the public somewhat more alert, has the advantage of minimizing the likelihood 
of confusion. Furthermore, the second stipulation of the standard that there 
should not be clear inferiority of product pre-warns any poacher that, if inclined 
to copy from another, he had best distinguish his produet noticeably in: price 
and name if it is of inferior variety, or else give it some unique aspects which 
will clearly distinguish the product from that of the tradesman whose mark or 
name is copied. Failure to do so gives rise to absolute injunetion and to damages, 
The deterrent value of speedy clear-cut prosecution could reduce greatly such 
types of reputation damaging encroachments. In conelusion, and perhaps most 
important of all the advantages of the proposed standard, may Leite creation 
of certainty among jurists and the public at large that the policy of the law is 
to (a) encourage price and product competition as much as is possible, (b) dis- 
courage complete and unnecessary monopoly in mark or name, and (e) discour- 


age copy with inferiority, or purely malicious copy. Such knowledge would 
clarify the rights and duties of business firms. It would lessen if not end the 


confusion that now exists.°? 


*° See in particular S.C. Johnson and Son, Ine. v. Johnson, op ert., for admission of this 


present state of confusion. 


PROFESSOR FELLNER BILATERAL MONOPOLY THEORY 
LAWRENCE FOURAKER 
Pennayloania State University 


It will be argued that Professor Fellner’s bilateral monopoly theory is applica- 
ble only toa special case, and that a set of simple and useful models can be estab- 
lished within the framework presented in Professor Fellner’s work.' 

INTRODUCTION 


Professor Fellner distinguishes three basic adjustments under bilateral mo- 


nopoly : 
1) Hf the buyer dominates the relationship, he will equate his marginal value 
product (marginal product times the price of the product) with a funetion that 


is marginal to the seller's marginal cost? This adjustment is shown in Figure 1, 
where the function marginal to the seller’s marginal cost is designated by the 
symbol MMC, and MVP represents the buyer’s marginal value product. Since 
the buyer is dominant, he establishes a price along the seller’s marginal cost 
curve, (MC in Figure 1), the result in this instance being the price Qu’, . The 
quantity exchanged is represented by the segment OQ» . 

2) Tf the seller dominates the relationship, he will equate his marginal cost 
and funetion that is marginal to the buyer's marginal value produet.2 This 
latter function is represented by the symbol MMVP in Figure 1. Since the seller 
is dominant, he will seleet a price along the buyer's marginal value product curve. 
The appropriate price in the example represented in Figure | is represented by 
QP), and the quantity exchanged by OQ, . 

4) Uf the firms are presumably of more equal strength, they will exchange the 
quantity that will maximize joint profits (marginal costs equated with marginal 
value product) ata price determimed by their relative skill and power. The 
final price will lie within the limits of the average cost and average value produet 
functions (designated by AC and AVP respectively in Figure 1), or within the 
range 1’, ’, shown in Figure 1. 

These adjustments require that at least one of the entrepreneurs (the leader) 
have knowledge of the pertinent functions in both firms. [If the seller is dom- 
inant, he chooses a price that is most favorable to him in light of the buyer's 
revenue functions, and under the assumption that the buyer may purchase any 
quantity he wishes at the price established by the seller. [tis because the weaker 
entrepreneur, the buyer, has the power to equate histmarginal value product and 


' Professor Pellner'’s analysts of bilateral monopoly is presented in two sources: his book, 
Competition Among the Few (New York: Alfred A. Knopf, 1949), and an artiele, “Prices and 
Wages Under Bilateral Monopoly,’ The Quarterly Journal of Economics, August 147, Vol. 
61, pp. 505 Sse These works will be referred to by tithe only in subsequent footnotes, 

2W. Fellner, Competition Among the Few, pp. 242-244. 

‘Thid., po 2N5 
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seller's leadership price AC’ average cost 
buyer's leadership price MC marginal cost 
upper limit of Professor Fellner's MMC’ marginal marginal cost 
range AVP average value product 
lower limit of Professor Fellner’s MVP marginal value product 
range MMVP marginal marginal value product 
sugwested equilibrium price under 
joint macimization 
buyer's optimum when costs are un 
known 
seller's optimum when revenues are 
unknown 


the price established by the seller that the seller is guided by the funetion that 
is marginal to the marginal value product in establishing his price. If the buyer 
is dominant, he chooses his most favorable price under the assumption that the 
seller has the privilege of selecting the quantity to be sold at that price. Even at 
the extremes of relative strength under bilateral monopoly, it is assumed that 
the weaker party retains some freedom of choice: if the stronger firm sets the 
price, the weaker may choose the quantity.° 

®* Many economists support the view that both firms will attempt to assume the role of 
leader, and therefore cause a collapse of trade, or perhaps an indeterminate compromise, 
The first to suggest this solution was Mr. A. L. Bowley, “On Bilateral Monopoly,” The 
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In Professor Fellner’s joint maximization case this is no longer true, even 
though the firms are supposedly more evenly matehed. An all-or-none clause is 
generally necessary for this adjustment; that is, the stronger or more skillful of 
the bargainers imposes not only his chosen price, but also the appropriate quan- 
tity on the weaker firm.® If the seller is the better bargainer, he must enjoin the 
buyer to take more at the decided price than the buyer would purchase if he 
retained his freedom of choice, and the seller must restrict his urge to sell as 
much as he would prefer to sell at this price. The contract is not subject to nego- 
tiation in the sense of either accepting the rival’s offer or coming forth with a 
counter proposal that is more favorable to the opponent than the last offer. One 
party must establish the quantity as being beyond negotiation, then restrict the 
bargaining to the area of price. More coercive power is required in this model 
than in the leadership eases? The coercion and discipline are necessary to assure 
the exchange of the quantity that will maximize joint profits. There is one excep- 
tion: if the price is the one indicated by the intersection of the marginal cost and 
the marginal value product curves (price Qal’, in Figure 1), no coercion or disei- 
pline is required.* Self interest will produce equilibrium in this instance as surely 
as in Marshall’s supply and demand examples. Yet. Professor Fellner dismisses 
this price as having no more significance than the others in the bargaining range 
(in the joint maximization model), or as being an equilibrium based upon false 
assumptions (in the mtroduction to the bilateral monopoly problem). 


Keonomie Journal, December 1928, Vol. 38, pp. 651-659. This view is supported by Professors 
Hicks and Stigler, J. Hieks, “Annual Survey of Kconomie Theory: The Theory of Mo 
nopoly,”’ Beonometrrca, January 1935, Vol. 3, pp. 1 20. G. J. Stigler, The Theory of Price, 
rev. ed. (New York: Maemillan Co., 1952), p. 240 

©W. Fellner, Competition Among the Few, pp. 245 246. 

+’ Yet if all or none clauses are used by a party, then the other may do worse. He may 
he pushed down to a zero profit level, This is worse than having to set up a supply schedule 
or a demand schedule and letting the other party seleet a point along this sehedule, be 
cause the point so selected is usually better than a zero profit point from one’s own point 
of view.’ W. Fellner, “Prices and Wages Under Bilateral Monopoly,’’ p. 506 

It is interesting to note that the relationship between the automobile manufaeturers and 
their dealers approximates Professor Fellner’s joint maximization case. Thedealers have 
been quite dissatisfied with the arrangement, and would like to move to a seller leadership 
model, where the manufacturer could set the price but the dealer could seleet the quantity 
See Bigness and the Concentration of Beonomic Power A Case Study of General Motors 
Corporation, Stall Report of the Subcommittee on Antitrust and Monopoly, Sith Congress, 
Ist Session, 1956, pp. 76-96. Also Mark Adams, “The Automobile oa Luxury Beeomes a 
Necessity,”’ Price and Price Policies (New York: MeCGraw Hill Book Co., 1928) pp. 69-70. 

* “Consequently, the maxinization of joint profit without an all-or none clause would 
he possible only at the prree whieh equals MC and, at the same time, MVP. ‘This actually 
is one of the prices lying between the average cost function of the seller and the average 
value product of the buyer, for the quantity that maximizes the joint profit. But is it merely 
one of these prices. For all other prices an all-or none clause is required.’’ W. Fellner, 
“Prices and Wages Under Bilateral Monopoly,”’ p. 507. There is no question that Professor 
Fellner places little emphasis on this intersection price, for he fails to label it on his aecom 
panying graph (which is reproduced in his book), although four other possible prices are 
designated 

°W. Fellner, Competition Among the Few, p. 242 
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In his Quarterly Seca of Eeonomics article Professor Fellner established the 
point that it is Inconsistent to assume more coercive power in the joint max- 
imization case than in the dominant firm models.!° [t was assumed that all-or- 
none contracts are the typical form of exchange in bilateral monopoly markets, 
so that the dominant firm also would be able to impose its chosen price and 
quantity upon the weaker rival. The leadership cases are thus merged with the 
joint maximization model, yielding a single theory of bilateral monopoly ."! 


Il. ALTERNATIVE SOLUTIONS 


The crucial assumption in Professor Fellner’s transition to a unique bilateral 
monopoly theory is the all-or-none contract, A strong coercive power is required 
to make the quantity determinate while the price remains indeterminate.” How- 
ever, Professor Fellner later places a much milder interpretation upon this type 
of contract. [tis argued that: Whenever price offers relate to definite quantities, 
an all-or-none clause ts implicit in these offers and the contracts based on them,’ 
The same point is made in the book: “Sales contracts usually apply to price and 
quantity alike. They imply all-or-none clauses whenever price quotations are 
not divorced from quantity offers.” Apparently Professor Fellner assumes that 
an offer of this nature may be rejected by the opposing party, requiring negotia- 
tions, concessions, and counter-offers before a final contract is mutually agree- 
able. Such an interpretation is necessary to support the universality of the as- 
sumption. However, this seems to be more of an “‘all-or-something else” type of 
contract than an all-or-none contract. Certainly there does not appear to be 
enough coercive power inherent.in an all-or-something else contract to result in 
Professor Fellner’s joint maximization solution. 

Without the all-or-none contract the leadership cases are correct where the 
dominant firm has knowledge of all the pertinent functions and the power to 
establish the price (but not the quantity exchanged). If neither firm is dominant, 
but both are aware of the market conditions, then two solutions seem possible: 
1) the Bowley indeterminacy (where the final price and quantity will be a eom- 
promise between the leadership prices though perhaps not quantities or else 
exchange breaks down); 2) joint profits will be maximized at the price indicated 
by the intersection of the marginal cost and the marginal value produet curves 
(price QP, in Figure 1).!° The latter adjustment might obtain if the parties 


OW. Fellner, “Prices and Wages Under Bilateral Monopoly,’ p. 526 

Thid., pp 525 526 

Por all other prices an all or none clause is required because, at any price that may 
be set, the seller would prefer to deliver the quantity by which he equates his marginal 
cost to the price, while the buyer would prefer to buy the quantity by which the equality 
of the marginal value product with the price is established.’ Wo Fellner, Competition 
Among the Few, p. 2416 

MW. Fellner, “Prices and Wages Under Bilateral Monopoly’? p. 525 

“OW. Fellner, Competition Among the Few, p. 216 

16 This second solution is suggested, but not emphasized, by Fellner, as indicated above. 
It coincides with Boulding’s ‘mutual price’ solution, of whieh Boulding says: “Under 
these circumstances the problem of simple bilateral exehange is more ‘determinate’ in 
the economic models than has frequently been supposed.” Boulding, A Reconstruction 
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started their negotiations from the leadership extremes, but compromised by 
quoting prices (and implied quantities) along their rival’s marginal funetion. 
For any quantity, the seller will quote prices along the buyer’s marginal value 
product curve, starting at his leadership price of QJ’; in Figure 1 and coming 
down as counter offers are required. For suggested quantities the buyer will 
offer prices that he obtains from the seller’s marginal cost curve, starting with 
his leadership price of Qol’?, and coming up as negotiations proceed, The seller's 
bargaining range extends from the upper extreme of his leadership price to the 
intersection of the marginal cost and the marginal value product curves, which 
forms his lower limit (this range is represented by the segment of the buyer’s 
marginal value product curve enclosed by the points /, and /’s in Figure 1). The 
buyer's bargaming range extends from the extreme of his leadership price to 
the upper limit of the price resulting from the intersection of the two marginal 
functions (represented by the segment of the seller's marginal cost curve enclosed 
by the points 7’, and 7’, in Figure 1). There is only one common price, Qa’s , 
since the buyer's upper limit coineides with the seller’s lower limit. This becomes 
the equilibrium price, and the quantity exehanged will be the amount that will 


maximize joint profits, 
INCOMPLETE KNOWLEDGE MODELS 


In many markets it may be inappropriate to assume complete knowledge of 
the cost and revenue functions for one or both firms. [It might be more realistic 
to assume that the seller knows his cost functions, but does not have knowledge 
of the buyer's revenue funetions, and the buyer, while aware of his revenue con- 
dition, lacks knowledge of the seller’s cost funetions. Under these conditions the 
rivals will negotiate with price and quantity as variables when they are of rela- 
tively equal strength. Hlowever, each firm will quote combinations along its own 
marginal funetion, rather than along the marginal function of its rival. The seller 
will offer combinations along his marginal cost curve, starting with a high price 
and quantity combination and making downward concessions as negotiations 
require them. “The buyer will offer combinations of price and quantity along his 
marginal value product curve, starting with a low price and large quantity, and 
making upward price concessions as required by negotiations. Equilibrium is 
obtained at the intersection of these marginal curves, yielding the same result 
(joint profit maximization with the price at Qu?’s) as in the determinate case 


of Beonomics (New York: Wiley & Sons, 1950), p. 71. See ulso E. Sehneider, Pricing and 
Bquilibrium (New York Macmillan Co., 1952), p. 270. Sehneider has this result: for his 
quantity adjusters model; he also has an option taker model that parallels Fellner's profit 
maximization ease. Among other writers who support Professor Fellner’s position are: B. FP. 
Haley, “Value and Distribution, 
Blakiston Company, 1948), p. 22 23. J. Bain, Pricing Distribution and Employment, vey. ed. 
(New York: Holt, 1955), p. 435. Tt also should be noted that the division of the profits pro 
duced by the interseetional priee is consistent with Lerner’s index of monopoly power, ALP. 
Lerner, “The Coneept of Monopoly and the Measurement of Monopoly Power,’ Reriew of 
Eronomic Studies, Vol. (1985 34), pp. 157-75 


A Survey of Contemporary Economics (Philadelphia: 
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suggested above.® The same equilibrium (a quantity of OQ) at a price of QsPs) 
results for the leadership models if it is assumed that the weaker firm is permit- 
ted to choose the quantity to be exchanged at the price set by the stronger firm, 
and the contract is subject to negotiation. The adjustment parallels supply and 
demand equilibrium analysis."7 

The all-or-none dominant firm case is of special interest under these conditions. 
If the seller is dominant, he will impose a price and quantity combination along 
his marginal cost curve upon his rival. Since he is unaware of the configuration 
of his rival’s revenue functions, the optimum contract, or objective, for the seller 
would be that transaction equating the average value product (the price) and 
the seller’s marginal cost. This provides the buyer with only a market rate of 
return (shown by price Q,/?; in Figure 1). If the buyer is dominant, he will impose 
a price and quantity combination from his marginal value product curve upon 
the seller. The buyer’s objective would be the exchange where average cost and 
marginal value product are equated, at a price that yields the seller only a market 


rate of return (shown by price Qi’. in Figure 1). Ta both of these cases the quan- 
tity exchanged exceeds the amount that maximizes joint profits. Thus, the effect 


of bilateral monopoly on the allocation of resources (in comparison with a single 
monopoly) is to: 1) inerease the amount of restriction, as in Bowley's leadership 
cases; or, 2) not alter the amount of restriction, as in the joint: maximization 
cases (since a single monopoly of the exchange will result in profit: maximiza- 
tion); or, 3) reduce the amount of restriction, as in the dominant firm cases with 


Tt might be argued that this pattern of adjustment implies that each entrepreneur 
assumes his rival’s unknown funetions to be perfectly elastic, and the bargaiming constitutes 
a search for their level. An alternative has been suggested by Mr. Owen Sauerlender. The 
seller is assumed to be willing to aecept any price and quantity combination along his 
marginal cost earve, or above it; the buyer will accept any price and quantity combination 
along his marginal value produet curve, or below it. These assumptions would produce an 
area of possible solutions bounded by the marginal cost curve, the marginal value product 
eurve, and the price axis. However, for any point inside this aren (as opposed to being on 
one of the marginal boundaries), both firms would prefer to exchange a larger quantity at 
the price they establish, and, for points in one central range, itis in the interests of both 
firms to expand output. The limit, and seeming objective of these tendencies, would be the 
price that would maximize joint profits, Ql’, 

Of course, specific assumptions regarding the action and reaction of the bilateral mo 
nopolists may yield different results. Por example, if the dominant seller quoted a very 
high price on his marginal cost curve, the buyer would choose to buy a smaller quantity 
than the seller would prefer to exchange. Presumably negotiation would be in the direction 
of lower prices. However, if the weaker buyer quoted quantities from his marginal value 
product curve in response to the seller's suggested prices, the seller might well stop the 
negotiations when his prospective profits started to descend rather than rise. This point 
would be reached at the seller's leadership price and quantity, which would be an equilib 
rium point under these assumptions However, there is no reason why the weaker buyer 
should respond to proposed prices by quoting quantities along his marginal value product 
curve. It would be more in his interest to quote smaller quantities than those derived from 
that funetion, but striving to meet each reduetion in the proposed price with an increase in 
quantity that would inerease the seller's implied profit. The resolution of this process would 
be the joint maximization solution at a price of Ql’, . 
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incomplete knowledge. It would seem that Professor Galbraith’s concept of 
countervailing power tacitly is based upon the third class of adjustments, and 
particularly the case of a dominant buyer.’* To the extent that the buyer will 
force the price down from that which maximizes joint profits, and toward the 
price that eliminates the seller's profit, he is improving the allocation of resources. 


IDEAL ADJUSTMENTS 


Such contracts do not assure an “ideal” adjustment, however. [It is assumed 
that the ideal adjustment occurs when the buyer’s average value product is 
equated with the seller's marginal value input.'’ This would obtain if a dom- 
inant seller were competitive in his factor market and capable of achieving his 
all-or-none objective by setting the price at the buyer's average value product. 
If the seller is monopsonistic in his factor market, some restriction is involved, 
even in the all-or-none case. Hf the buyer is dominant and the seller is competitive 
in the factor market, there are three possibilities: 1) the quantity exchanged will 
exceed the ideal quantity when the buyer's average value product curve has 
relatively less slope than the seller's average cost curve; 2) when the two slopes 
are equal, the ideal adjustment obtains; 5) the exchanged quantities will be less 
than the ideal amount (but more than the amount that maximizes joint profits) 
when the average value produet curve has relatively more slope than the average 
cost curve. Under Galbraith’s implied model, the output is always greater than 
the combined monopoly solution, and may be less than, equal to, or greater than 


the ideal adjustment. 


V. UNIONS 


It is diffieult to find many examples of bilateral monopoly except where a 
strong union faces a strong employer. For that reason, most discussfons of bilat- 
eral monopoly include an application of the theory to the labor market. The 
following may be considered as an effort to conform to that practice. 

The first modification results from the fact that unions eannot “sell” labor, 
and are not faced with accounting costs that must be reckoned with in the nego- 
tiations. The seller's cost functions take on a different meaning than that implied 
above. However, if the average cost curve reflects the quantity of labor forth- 
coming at various wage rates, then this relationship must be considered by the 
union as well as by the monopsonistic employer, The cost functions are useful 
in distinguishing among the various objectives that stem from differing union 
philosophies. 

If there is no union, the monopsonistie employer will equate the marginal cost 
of attracting labor and his marginal value product, paying the wage indicated 
"JOK. Galbraith, American Capitalism (Boston: Houghton Mifflin and Co., 1952) 

The marginal value input is obtained by multiplying the marginal input by the price 
per unit of the input. The marginal value input coincides with marginal cost when the 
firm (in this case, the seller) is competitive in the faetor market. The writer is indebted to 


Professor A. Morgner for the term and the standard. This is comparable to the analysis of 
Professor AJP. Lerner in The Economics of Control (New York: Maemillan Co., 1949) 
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on the average cost schedule (equal to Q,/’4 in Figure 1). If the workers organize, 
it will be assumed that they channel their efforts in the direction of wage in- 
creases, and that they can raise the wage rate. It will be assumed that the wage 
rate is independent of the amount of employment, that is, after the wage is nego- 
tiated, the employer may choose the quantity of labor he will employ at that 
wage. Under these conditions the union is faced with the problem of selecting 
an objective. For example, if the union philosophy is to maximize employment 
in the plant (or membership), its objective would be the wage indicated by the 
intersection of marginal value product and average cost (Q4/’. in Figure 1, with 
a level of employment indicated by 0Q,). If the desire is to maximize total labor 
income, the wage objective would be the point on the marginal value product 
curve that has unit elasticity (directly above the quantity where the marginal- 
marginal value product curve intersects the quantity axis). If the philosophy of 
the union is to maximize the income of the existing employees, the wage objective 
will be the intersection of the marginal cost and the marginal value product 
curves (Qj/’, in Figure 1). If the union attempts to maximize the wage, without 
regard to employment effects, its objective will be that level of wages that en- 
closes an area under the marginal value product curve (minus any area where 
the wage is above the rising portion of the marginal value product curve) that 
is equal to the sum of the alternative costs of the other factors. 

Of course, the development of union philosophies is a socio-political phe- 
nomenon, as is the approximation of the negotiated wage and the union’s objee- 
tive?” However, given these institutional factors, the economic model may be 


of use in predicting the direction of change of some economic variables. ‘This is 
all that should be expected from an economic model. 


VI. CONCLUSION 


The key to Professor Fellner’s bilateral monopoly theory is his interpretation 
of the all-or-none contract. It was argued that such a contract implied strong 
coercive power when applied to produce the solution suggested by Professor 
Fellner. However, a weaker interpretation must be placed upon the all-or-none 
contract When an attempt is made to justify the assumption that this type of 
contract is characteristic of bilateral monopoly markets. Some theoretical impli- 
cations of the resolution of this confliet: were examined, 


See A. Ross, Trade Union Wage Policy (Berkeley: University of California Press, 1948) 


WAGE DETERMINATION IN LOCAL PUBLIC UTILITIES 
LDWARD SUSSNA* 
Cniwersity of Pittshurgh 


A. WAGKH DETEMMINATION CRITERIA 


In any industry, regulated or not, workers consider certain factors in 
bargaining for higher wages. The most important of these are productivity, 
effect of higher wages on employment, ability of the industry to pay higher wages, 
and increases in the cost of living. Management will generally subscribe to these 
as legitimate bargaiming criteria. 

Although used in both competitive and regulated industries, these factors 
bear somewhat differently on the collective bargaining framework in the two. 
Thus, even if we are somehow able to impute productivity gains to the several 
factors of production in terms of higher wages, profits, or interest, there is al- 
ways pressure to reduce rates in the publie utilities.’ But, this pressure is not 
economic, for there is no competition to force rates down. Productivity gains 
will be passed on to the consumers (in terms of lower rates) more by Commis- 
sion order than by voluntary action of utility management. 

The effeet of higher wages on employment in a given firm or industry is not 
clear-cut. According to the marginal productivity theory of wages, an employer 
will hire units of labor until the wage paid to the last unit employed is just equal 
to the value of the product imputable to that last unit (or where wage equals 
marginal value product). Other things being equal then, a wage increase will 
result in unemployment ora higher level of employment could be attained only 
by cutting wages. Ross points out that the effeet of wage increases on the level 


of employment is not automatically predietable because the four links which 


relate wages to employment are loosely connected? The relationships between 
wages and labor costs, labor costs and total costs, total costs and selling prices, 
selling prices and employment are tenuous and not entirely consistent or pre- 
dictable. Added to these qualifications are the faets that the demand for the 
services of many utilities are relatively inelastic (to a rate increase) and that 
public policy is aimed at sustaining the life of a utility, even under conditions 
which might have driven a nonregulated firm out of business.’ This insures rela- 


* Portions of this paper are adapted from the author's unpublished doctoral dissertation, 
Public Poliey Towards Labor Management Relations in Local Public Utilities in Selected 
States, 1947 196? (Urbana: University of Hlinois, 1954). Interest in this topie was aroused 
by Prof. bh Wo Clemens’ paper “Colleetive Bargaining in the Regulated Industries,’ 
American Beonomre Review, Papers and Proceedings, May 1952, pp. 674 685. Prof. Herbert 
M. Diamond of Lehigh University made some valuable eritieisms 

' As used inthis paper, the term “local publie utilities’? refers specifically to electric, gas, 
and urban transmit companies 

? Arthur Mo Ross. Trade Union Wage Policy (Berkeley: University of California Press, 
TIS), pp. 

* Thus, the public may offer tax relief or may, as in the case of some transit compar: 


actually take over the operation of the utility. 
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tively greater employment stability in the utilities and is often a point empha- 
sized in recruiting personnel for those industries. 


B. ABILITY TO PAY 


In an unregulated enterprise, both labor and management determine their 
bargaining positions in the matter of wages on the basis of the firm’s financial 
position past, present, and future. Thus, a union may base its wage increase 
demands on what it considers to be high profits of enterpreneurs. Conversely, 
management may oppose wage increases because of its “poor” financial position. 
It is apparent that the same profit and loss statement may be interpreted differ- 
ently by the two parties. But, despite different interpretations, “ability to pay” 
is an important eriterion in wage determination, 

The use of “ability to pay” as a eriterion in wage determination in regulated 
industries has important limitations. Utilities are subject to public control be- 
cause of their special economic and legal characteristics and their connection 
with the public interest. They are entitled to, at most, only a reasonable rate 
of return on their investment. This means a rate of return just large enough to 
enable an efficiently managed utility to attract capital at favorable terms.* Thus, 
to the extent that Commission regulation of rates is effective, utilities will earn 
only enough to pay for the cost of additional capital. There is no question of 
“excess” profits. Theoretically, the rate of return will, at most, just equal the 
cost of capital but it may be less. But knowing the rate of return is not enough; 
a decision must also be made on the size of the rate base. We ean refer to the 
following formula: 

r=R-—-E/V —D, 


where r equals the rate of return; 2 equals operating revenue; / equals operating 
expense, Vo equals fair value of utility property when new; and 1 equals deprecia- 
tion in the value of the property. From this paper's point of view, the most 
important item is the effect of changes in operating expense (2) on the rate of 
return and on total return. Thus, an increase in operating expense (/) means 
that operating revenue (/2) must be increased (via an inerease in Consumer 
rates) if the rate of return is not to decline (assuming no change in the value of 
the utility property (VW) and depreciation (2)). Other factors being equal, a 
labor cost increase which results in an inerease in operating expenses must lead 
to an increase in rates if a given reasonable rate of return to the utility is to be 
maintamed., 

Inasmuch as competition alone is not a feasible guide in determining a utility’s 
rates (and, therefore, ability to pay higher wages to its employees), these de- 
cisions must be made by regulatory commissions. But, it appears that the Com- 

‘The cost of eapital is a weighted average of the cost of debt and equity exapital, The 
difficulties of forecasting a yield on common stocks are obvious. Furthermore, the cost of 
capital varies for different utilities. Finally, it is extremely diffeult to determine cost of 
capital for a utility whieh is not continually selling securities. The cost of capital has eon 
sistently declined through the years and, therefore, the rate of return should presumably 


likewise decline. 
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missions have been loathe to participate in wage determination or to examine 
eritically wage increases and their effect on operating expenses.® Thus, we have 
the anomaly in which wages are determined by labor and management alone 
and higher wages lead inexorably to higher operating expenses, but Commissions 
which are responsible for regulating rates at a level commensurate with proteec- 
tion of the public interest do not regulate wages and operating expenses which 
invariably have a significant effect on rates. 

If Commissions will not enter into wage determination in the public utilities, 
what reasons would there be for utility managers to “bargain hard” with labor? 
First, even though management may expect that increased labor costs will be 
accepted as legitimate operating expense increases, management may fear that 
the Commission would not adjust rates high enough so that all of the increased 
wages can be passed on to the consumer. Second, even if rates are raised high 
enough to offset all of a wage increase, there will possibly be a lag between wage 
increases and rate increases, such that for some time at least higher labor costs 
will be borne solely by the utility. Third, even if the Commission permits a rate 
increase, the elasticity of demand for the utility’s services may be such that 
higher rates will result either in decreased total revenue or an increase inade- 
quate to compensate completely for the increased labor costs. Fourth, to the 
extent that many utilities are permitted to price discriminately, they are faced 
with the problem of apportioning the increase among their various classes of 
customers. bifth, management's resistance will be tempered by the ratio of labor 
costs to operating costs in its industry and by the technological limitations to 
labor substitution or reduction. Finally, although it is economically feasible to 
raise rates sufficiently to pass all of a wage increase along to the publie, the utili- 
ties may fear publie indignation and adverse reaction... This factor cannot be 
underestimated in a period when there is a clamor for publie ownership from 
many quarters and when private ownership is justified on the basis of being more 
efficient and offering its services at a lower rate than publiely owned utilities. 

But, even where public utility management and regulatory commissions are 
loathe to take a strong stand on wage determination and where higher wages 
can be passed along to consumers in terms of higher rates, there are other eco- 
nomic deterrents to increased pressure for higher wages. In other words, even if 
there are no appreiable limitations from the standpoint of the demand for a 
utility’s product (and, therefore, its demand for labor or its willingness to pay 
higher wages), the nature of the labor market (supply of labor) will probably 
serve as a deterrent to reekless wage policy. Unless barred by restrictive union 
practices, labor mobility may serve to keep wages of all industries at a competi- 
tive level.© However, even where unions permit free entry into an industry, a 
high-wage policy may be maintained if union members will tolerate some un- 
employment or underemployment. 

® edward Sussna, op. ct., pp. 55 56. A survey of state Commission decisions for the years 
1047 1952, as summarized in Public Utility Reports, indicates conelusively that Commis- 
sions generally accept, without question, increased operating expenses which result from 


wage increases, in ruling on requests for higher rates 
‘Obviously, wages will differ by oecupation, industry, and location on the basis of an 
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C. THE PROBLEM OF INFLATION 


As a minimum, organized labor insists on the maintenance of real wages dur- 
ing an inflation, Nothing will be said here in attempting to assign culpability to 
any one economic group as being especially responsible for adding to the infla- 
tionary spiral.’ But there seems no reason to expect labor, management, or con- 
sumers to ignore or refuse to take action in their own self-interest when squeezed 
by inflationary forces, 

The inflation which accompanied the preceding decade intensified the financial 
problems of the regulated industries. All economic organizations, including the 
utilities, encountered steadily mounting material, fuel, and labor costs. Non- 
regulated industries passed these increased costs along to the consumer (in terms 
of higher prices) without governmental hindrance. The utilities, faced with ever- 
increasing operating expenses, had to apply to Commissions regularly for higher 
rates so that operating revenues would be increased. But there is no clear, con- 
sistent relationship between rates and operating revenues. Depending on the 
elasticity of demand for the utilities’ services, rate increases will provide varying 
increases in operating revenue, or even possibly decreases. For example, many 
local transit Companies find themselves ina seemingly hopeless dilemma. Because 
of high operating expenses, they cannot earn a fair rate of return. But even if 
they are successful in obtaining higher fares, these higher rates may actually 
lower operating revenues beeause of the relative ease of substituting automobile 
or even taxicab travel for local transit travel.’ However, there seems to be no 


ready substitute for gas and electricity and a@ priort there would appear to be an 
inelastic demand for these serviees.* To some extent, the problem lies in the 
difficulty of predicting accurately the effect of increased rates on operating 
revenues, But this is a problem which is common to all enterprises. At best, any 
businessman can only make a shrewd guess as to the shape of the demand curve 


facing him. Hf the businessman. guesses incorrectly, he will encounter financial 
problems which may eventually force him out of business. But the general public 
is not tog concerned with the Success or failure of a few private enterprises. 
However, if a utility guesses incorrectly and thereby faces financial ruin, the 
public interest is vitally affeeted and actions designed to sustain the life of the 
utility will be taken. This may result in subsidization or public ownership. 


individual's skill, knowledge of the labor market, propensity to re loeate, appraisal of the 
marginal utilities and disuttlities of employment in alternative positions, ete. But wage 
differentials caused by these factors seem more “natural” (and hence economic), than 
differentials maintained by artificial restrictions. 

7 See Walter A. Morton, “Trade Unionism, Full employment, and Inflation,’’ American 
Beonomic Review, March 1950, pp. 13.39, for an interesting analysis of this problem 

* The elasticity of demand for transit travel would, of course, vary with such factors as 
the size of the city, degree of trafie congestion, parking lot fees, taxieab rates, ete. From 
an economic standpoint a eity like New York could raise its transit fares more readily than 
asmall eity ike Champaign, [linois 

* The demand curve is assumed to be inelastic in its relevant portion upwards from 
any existing rate. However, it is conceivable that certain portions of the demand sehedule 
are elastic, Le., a rate decrease will result in higher operating revenues 
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TABLE I 
AVERAGE WAGES, HOURS, AND EMPLOYMENT OF LOCAL PUBLIC UTILITY EMPLOYEES, 
1047 1955" 


Gas and Electric Utilities Local Transit Companies 


Employ 
ment (Thou- 
sands) 


Weekly Weekly Hourly oe Weekly Weekly Hourly 
Wages Hours Wage “ on Wages Hours Wage 


sands) 
1947 $56.69 $1 .353 469 $57.14 46. .221 

il 1.453 197.0 GL.73 46. 339 

65.09 1! 1.542 512 64.61 44.6 439 

1050 60 1 601 

95) 71.65 it 1.71 72.23 139.0 
962 | 76.12 76.56 134.2 
1955 il 77.12 | 48 127.6 
1954 83.45 2.02 78.19 43.2 | 126.4 
1955 41 2.10 80.60 3. 115.7 


“ Data are from the regular series contained in U.S. Bureau of Labor Statisties, Monthly 
Labor Renew 


ECONOMIC STATUS OF UTILITY EMPLOYERS 


The data in ‘Pable | indicate changes in wages, hours and employment of local 
publie utility employees, between 1947 and 1955. During this period, weekly 
and hourly wages rose from $56.69 to $86.52 and $1.355 to $2.10, respectively, in 
the gas and electric utilities; and from $57.14 to S80.60 and $1.221 to $1.87, 
respectively, in the local transit companies. Comparable figures for manufactur- 
ing industries show increases for that period of $43.74 to S76.52 and $1,084 to 
SI.SS in weekly and hourly wages, respectively!” Wage increases in the local 
utilities have not been out-of-line, in comparison with the manufacturing indus- 
tries. If is important to note the continuing wage differentials between the elec- 
tric and gas utilities and the loeal transit companies. More —, are the 
facts that weekly and hourly wages rose 52.6 per cent and 55.2 per cent, respec- 
tively, in the gas and eleetrie utilities, but only 41.1 per cent and 53.2 per cent, 
respectively, in the local transit industry. Some possible reasons for this are 
discussed in Section bE. It ts also interesting to note that the cost-of-living index 
100) rose from 95.8 in 1947 to in 1955, an increase of 19.5 
per cent." Because money wages have gone up more sharply than the cost of 
living, the result has been a substantial increase in real wages for all industries, 
including the utilities. Inasmuch as there is doubt as to the ability of labor to 
inerease its share of the national product at the expense of the other factors of 


production, the inerease in real wages may be attributed to increases in produc- 


tivity. Since 1920, “compensation of employees” has consistently been about 
65 to 70 per cent of national income, except for the depression years when be- 
cause of low or negative corporate profits, Wages represented a higher percentage. 


'° Data from regular series of U.S. Bureau of Labor Statisties, WVonthly Labor Review. 
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TABLE II 
FINANCIAL STATISTICS OF THE ELECTRIC UTILITIES, 1046-1054" 

Operat 

Total ing 
, Utility Plant Less Income 
Operating Revenue Operating Income” lation As Ver 
Mil (Thousands) (Theasands) (Thousands) | _ Reserve Cent of 
ious) (Thousands) Utility 

| Invest 

ment 


1046 202, 122 $3,815,135 | $1,935,85S $ s20,073 $11,624,205 

230, 108 4,201,065 2,382,411 S15, S67 12,457,397 

251,775 4,840, 154 2,825,849 820,784 14,807,498 

149 2565, 438 5,068,680 2,820,721 956,017 15,558, IST 

1950 285, 408 5,527,537 2,979,500 1,083,078 17,055,728 

1951 314,075 6,058, 483 3,216,023 18,657,494 5 
332, 313 6,549, 3,449, 1S6 1,195, 467 20,628, 752 h 
1955 359,055 7, 136, 337 3,734,426 1,320, 506 25,146,617 
1054 374,017 7,587,596 | 3,862,852 1,458,028 25, 540, S01 5. 
“US. Federal Power Commission, Statisties of Mleetric Utilities in the United States, 


1054, privately owned 
“Operating Income = Operating Revenue (Operating expenses 4 Depreciation 4 


Taxes) 


Because wage and salary payments already comprise as large a portion of na- 
tional income as they do, economists generally agree that the prospects for sue- 
cessful incursions on profits, interest, and rents are slight.” Phe most logical 
alternative then is to increase real national income (via increased productivity), 
and not to alter its distribution among the productive factors. 

The ratio of labor costs to total costs is also of great importance. Por the year 
ending May 31, 1956, salaries and wages constituted 36.5 per cent of operating 
expenses of the electric utilities.” On the other hand, it is estimated that labor 
costs range from 45 to 8O per cent of operating costs in the transit: industry." 
The higher labor cost ratio in the transit industry would seem to give that indus- 
try more reason for stiffening its resistance to wage increase pressures and for 


introducing labor-saving devices. 


FINANCIAL CONDITION OF THE UTILITIES 


As indicated in Table TI, the electric utilities have weathered the inflation 
without serious effeets. The industry has expanded, as indicated by increased 
sales and utility plant. Operating income as a per cent of utility investment has 
declined somewhat, probably as a result of Commission efforts to relate the rate 


of return to the secular decline in the cost of capital. 


Lloyd G. Reynolds, Labor Beonomics and Labor Relations, 2nd ed. (englewood Cliffs, 
N. Jo: Prentiee Hall, 1956), pp. 545 53s 
Pederal Power Commission, Electric Power Statistics, Report No. 56 5D, Binder 
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TABLE 
FINANCIAL STATISTICS OF LOCAL TRANSIT COMPANIES, 1946-19544 


Net 

Pa n Income as 


gers (in Operating | Operating 4 
Bil eeantie Expenses Net Revenue Taxes Net Income or 


lions) Revenues 
23.4 | $1,397.1 $1,120.4 $138.7 
17 22.5 1,300.8 1,238.7 47. 
104s 214 1,488.6 1,343.7 9 | 2] 4 
3 
3 


te 


149 19.0 1,490.9 1,338 
1950 17.2 1,452.1 | 1,296 

1951 16.1 1,472.7 1,331 

1952 15.1 1,501.3 1,369.6 ISL. 

1955 13.9 1,513.1 1,370.7 M24 97. 45. 
1054 124) 1,471.8 1,337.3 | 134.5 | 44. 


05 


* Data supplied by American Transit Association, as quoted in Owen, Wilfred, The 
Metropolitan Transportation Problem (Washington, D.C. : The Brookings Institution, 1956), 
pp. OF and 282 


In contrast to the healthy condition of the eleetrie and gas utilities, local transit 
companies are faring badly, and prospects are even gloomier. As indicated in 
Table TIL, these companies have experienced sharp declines in passenger traflic 
and «a general deterioration in their financial positions, despite rising personal 
income and population of the economy. The public has responded to higher fares 
by using other modes of transportation or by cutting down on travel not directly 
related to their vocations. 

‘Toa great extent, the crisis in local transit companies is the result of exogenous 
or non-economic factors. Unplanned, haphazard growth of metropolitan areas, 
eritieally crowded shopping and business areas, franchises which in effect make 
transit companies bear costs which might more equitably be borne by communi- 
ties more generally, and political machinations of vote-conscious public officials 
have all contributed to this plight.'® 

But, to a large degree, the problem is economic. The industry is characterized 
by heavy fixed investment (especially in subways, elevated lines, and street 
ears), extreme fluetuations ino passenger traffic between rush-hour and other 
periods, inability to relate fares to cost of service, and by high labor costs. Un- 
fortunately, there seem to be no prospects for significant increases in efficiency 
in the short run, at least. Mainly, the response to this financial stringency has 
been negative deteriorations in service and equipment. To a lesser degree, the 


problem has been met with elimination of two-man streetcars, substitution of 
trackless vehicles for streetcars, introduction of units with greater carrying ca- 


' Por example, some transit companies are required to carry school children and some 
municipal employees at no charge 

The five cent fare was so long an emotional and political issue in New York City that 
it was not raised to ten cents until 1948, long after economic stringency was encountered. 
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pacity, and consideration of multi-fare schemes.'® Perhaps the most feasible 
solution is for the municipality to discourage the use of underpriced substitutes 
the private automobile on public streets. Certainly the social costs of automobile 
use in crowded areas far exceeds the private cost borne by its operator. 

There is no reason to assign the blame for the plight of the transit companies 
to their employees’ ability to obtain higher wages. The increases have not been 
excessive, in comparison with other utilities or industry in general. No industry 
should have to owe its existence to exploitation of its labor. If an industry is 
deemed vital to the public interest but unable, for whatever cause, to provide its 
services in 4 satisfactory manner, there is every reason for the public to subsidize 
it or even take over its operation. 


F. PUBLIC UTILITY LABOR AND THE PUBLIC INTEREST 


Public utility labor is in a unique position, from the standpoint both of the 
economic determinants of its wages and the special public scrutiny to which it 
is subjected. The economic problems have already been diseussed. The extra- 
ordinary concern with the rights of these employees is worth noting. 

The employee of a privately owned public utility finds himself in a no-man’s 
land in the labor relations field. He is technically an employee of a private in- 
dustry, so that he expects to receive the bargaining and strike rights accorded 
to his counterparts in unregulated industries. On the other hand, he ts in an 
industry which is so intimately related to the public interest that the industry 
is regulated by a state commission. The inconveniences and possible damage 
caused the public by a strike of utility employees are obvious and such strikes 
generally evoke no public sympathy. 

There has generally been a tacit stigma attached to strikes in the public utili- 
ties. However, the period immediately following World War IL witnessed a 
flood of strikes in both the utilities and non-regulated industries and, in reaction 
to these stoppages, a series of new labor laws. On a national level, we got the 
Taft-Hartley Act; on the local level, we got many new state labor acts, all some- 
how restricting labor activities. Public utility workers received special public 
treatment m 1947 when nine states enacted legislation which severely restricted 
the activities of these workers. Florida, Indiana, Missouri, Nebraska, New Jer- 
sev, Pennsylvania, and Wisconsin flatly prohibited strikes. Massachusetts and 
Virginia provided for state seizure and operation if a work stoppage appeared 
Imminent. The laws were defended as necessary to protect the public interest in 


guaranteeing continuous provision of vital serviee. It seemed but a short and 
logical step for the states to extend the public utility concept trom regulation of 
utility management to regulation of utility labor, although this extension was a 
perversion of the intent of the promulgators of the concept. The public utility 
concept evolved from reaction by consumers (notably the Grange against the 


' William S. Viekrey, The Revision of the Rapid Transit Fare Structure of the City of New 
York (Technical Monograph Number 3, Finanee Project, Mayor's Committee on Manage 
ment Survey of the City of New York), 1952. 
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TABLE IV 
WORK STOPPAGES IN LOCAL UTILITIES AND ALL INDUSTRIES, 1947-19544 


Local Transit Heat, Light & Power All Industries 


Per Cent of 
Man Days Idle 


During Year 
(Thousands) Working 


Per Cent of Per Cent of 
Man Days Idle bestimated Man Days Idle Estimated 
During Year Working During Year Working 


Time” Time’ ‘Time 


1047 151,000 45 23,000 2 34,600 41 
104s SH, 000 13,600 34, 100 
207 000 20,100 50, 500 
1050 244,000 43,700 05 3S, S00 
1951 145,000 41,600 Os 22,900 
152 370,000 400 O07 59, 100 
1055 S76, 000 Is 219,000 16 28, 400 
1054 7,420 005 22,600 


“U.S. Bureau of Labor Statisties, Analysis of Work Stoppages, Bulletins 935, 963, 1003, 


1038, 1000, 1156, 1165, and 
Man-days idle during year 


* Per Cent of Estimated Working Time = 
Come Aver, employment 250 100 


railroads) to monopolistic exploitation by industries which provided necessary 
serviees and which, for economic or technological reasons, possessed a consider- 
able degree of monopoly power. The concept then was designed to protect the 
consumer from the producer, and its use as a weapon against labor is quite anal- 
ogous to the use of The Sherman Anti-Trust Act against unions. The United 
States Supreme Court, recognizing this perversion of intent, declared the Wis- 
cousin Law unconstitutional in 1951.7 The law was invalidated because it) was 
held to abrogate the collective bargaining and strike rights guaranteed to labor 
under the Act. 

The data in Table LV offer some indication of the degree of success achieved by 
public utility libor and management in providing continuous service. ‘The con- 
trast between the local transit and gas and eleetrie industries on this point is 
significant. Man-days idle as a percentage of total working time is well below 
the avernge of all industries for the gas and electric utilities and somewhat above 
average for the transit industry. This contrast is probably due mainly to stiffer 
collective bargaining by local transit management, confronted as it is by eco- 
nomic, if not regulatory, deterrents to fare increases. The higher wage level and 
lower strike incidence in the cleetrie and gas utilities suggest a softer bargaining 
attitude, facilitated by a more favorable consumer demand schedule. 


G. CONCLUSIONS 
To a large degree, the economic and legal dilemmas surrounding public utility 
labor are inseparable parts of a larger problem — that of reconciling private mo- 


Amalgamated Association of Street, Electric Railway and Motor Coach Employees of 
America, Division 98, et al) vo Wisconsin employment Relations Board; United Gas, Coke, 
and Chemical Workers of America, CTO et al. vo Same, US Sup. Ct. Nos. $29 and 438, Febru 
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nopoly power with consumer protection under the public utility concept. The 
not inconsequential group of critics of the concept hold that private ownership 
of the utilities is inconsistent with a free enterprise economy in that the utilities 
generally will venture only into reasonably riskless activities, thereby insuring a 
profit but not necessarily providing the needed service to other large groups of 
consumers. Furthermore, allege the crities, commissions have been prone to 
abdicate their responsibility to the public in favor of permissive acceptance of 
utility rate policies, thereby lending official approval to monopolistic exploita- 
tion. Finally, the erities aver, when even after given a free hand by commissions 
there appears to be no point on a relevant demand schedule at which the utilities 
can make a profit, the latter throw up their hands and turn over, at a profit, part 
or all of their facilities to the government. 

A detailed appraisal of the publie utility concept and the publie ownership 
movement would be out of place here. It is suflicient and relevant to point out, 
however, that this combination of private monopoly power and public control 
must lead to economic and legal problems which are not found in other industries 


in a free enterprise economy. 

It is of course the collective choice of the public which decides whether utilities 
be privately or publicly owned. In the United States, the decision has been 
largely in favor of private ownership, which entails special economic and legal 
problems for utility employees. There is no evidence to indicate that these em- 
ployees have received wage increases beyond those received by other workers in 
a period of inflation. The strike record of the eleetric and gas utilities since 1947 


has been good, even where no restrictive legislation existed. The record for local 
transit employees is not as good but inflation has caused problems in this industry 
which overshadow the labor problem. 

Under existing laws, the only employees whose rights to strike and bargain 
collectively are completely restricted are government employees. Even here, 
however, strikes are not uncommon and wage rates negotiated by private collee- 
tive bargaining agreements have a definite effeet on wages paid to government 
employees. Thus, though private ownership of the utilities involves some social 
costs and inconveniences, there is no reason to believe that government owner- 
ship will insure anything more than a superficial remedy to the problems which 
accompany any labor-management relationship, especially one in an industry 
which is monopolistic and so intimately involved with consumer welfare. 


COMMUNICATIONS 
TWO VIEWS ON WHY WAGES RISE* 


This is a shocking little book be that much said in its praise. 

Focused upon the average level of wage rates, it is intended as a popular 
primer on the economics of the subject. The general source of shock is the fact 
that the author takes seriously, as broad generalizations, the familiar proposi- 
tions of the traditional theory of free enterprise. In that spirit he addresses dis- 
cussion to the nature and necessity of returns to capital owners (chapters 2 
and %), the benefits and potential disadvantages of specialization and exchange 
(chapter 5), the function of money and the threat of its corruption (6 and 7), the 
cost: of government (8), the worker's loss through fringe benefits (9), the de- 
termination of hours of work (10), the processes and the effects of the pricing 
of labor (11), and aspects of economic fluctuations (12). 

On all these topies the comments and conclusions are in keeping with the old- 
fashioned free enterprise tradition. Harper points out that absorption of all 
property income into wages would provide no greater relative increase in work- 
ers’ incomes than the observed rate of increase would provide in perhaps six 
years, While of course such absorption would destroy the mainsprings of efficiency 
and progress. “Dilution of the currency” constitutes corruption of the system; 
and the multi-year wage contract basing annual wage increases upon experience 
of past inflation leads employers to become inflation advocates. Government 
services, being “bought” under compulsion, are not subjected to the same mar- 
ginal comparison as things purchased freely; hence less purchase of services 
through government would tend to increase the real value of wages. “Fringe 
benefits” are often “fringe detriments,” since receiving instead the money they 
cost would permit purchase of the particular benefits wanted by individuals; 
and moreover, these tend, in accordance with their purpose, to decrease mobil- 
ity. As to hours of labor, there is after all a free-market mechanism to adjust 
them to preferences between income and leisure, and its working is observable 
in the facet that the average work week —70 hours in 1855 declined greatly 
before unions became important; if indeed hours have been decreased more than 
the free market would have decreased them, the unions should be ashamed of 
violating the desires of the workers. The law of demand is not abrogated in the 
case of labor services and, indeed, Senator Douglas’s studies suggest a highly 
elastic demand for labor (chapter 11). Non-market control of wage rates is any- 
thing but a cure for business fluctuations (chapter 12). In fact, the instability 
of business has increased greatly as we have become more enamored of inter- 
ventionism in general, 

Possibly the most shocking passage in the book appears in the first chapter. 
It is hard to obtain a serious hearing on the subject at issue, for “everybody 


* Editor's Note: Two representatives of different schools of thought comment on F. A. 
Harper's book, Why Wages Rise. Irving on- Hudson, N. Y.: Foundation for keonomie 
cation, 1957. Pp. 124. Paper, $1.50 
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knows” already what makes wages rise: labor unions. So the author makes a 
simple statistical comparison between the secular trend of real hourly wage 
rates and the change in union membership (expressed as a per cent of the labor 
force) for the period 1855-1955 (page 11). During the period 1855-1895, a time 
of negligible union membership, hourly real wage rates are shown as rising at 
an average yearly rate of 1.27 per cent, enough to double the wage within a 
man’s working lifetime. Between 1896 and 1916 membership rose until 1908 
and then was roughly stable at between 6 and 9 per cent; but, instead of rising 
faster in response to greater unionization, wage rates rose during that period at 
an average rate of .55 per cent, less than half as fast. Except for a brief rise and 
decline in 1919-21, union membership remained about 8 or 9 per cent until 1936, 
thereafter rising in less than ten years to a little more than 25 per cent, where it 
has remained essentially stable. However, there is, the author suggests, no sign 
that the yearly rise in wage rates followed union membership from 1917 to 1955. 
It was drastically higher for that period than before 247 per cent; but this 
rate of rise in wage rates appears to fit quite well the years 1917-1936 taken as a 
separate period, and also the ensuing twenty years of sharply rising and then 
stable union membership. 

On the basis of this comparison Harper reasserts a belief which in many circles 
now constitutes anthema: the statistics do not suggest that the great secular 
rise of wage rates has been due to unions, but rather permit us to view as alto- 
gether reasonable an old-fashioned hypothesis — that, given increasing productiv- 
ity of labor, the free market may in general be relied upon to increase wage rates. 

It may seem rude of Harper to whip this old dead horse. He surely knows that 
the current canons of good taste, and perhaps of morality, require that it be 
buried. For the policy that may be inferred is indeed a dead horse: as dead 
Israel for some two thousand years; as dead as exchange control in pre-l914 
Britain; as dead as war-preparedness in England and America between the 
great wars; as dead as the fear of depression in the "twenties; as dead as fear of 
inflation in the view of early disciples of Keynes; as dead as oflicial American 
damning of the Soviet Union between 1942 and 1945; as dead as American belief 
in the need of labor unions before 1930. Still, the following thought comes to 
mind. Although I speak with diffidence, as one who is not a student of labor, I 
am not aware that opponents of Harper’s conclusion have publicized statistical 
disproof of it. And presumably they will thank the author for reminding them of 
what must have been an oversight and for furnishing occasion for relatively 
definitive invalidation of his position. 

The book is propaganda —if relatively simplified statements of what an author 
takes to be essential truth relevant to action must be so classified. In view of 
the popular nature of the work, it would be amazing if fault could not be found 


with some points of analysis. For example, mention of monopsony is absent, so 
that, even though it might be agreed that this consideration fails to affect sig- 
nificantly the conclusions in the large, an explicit show of awareness concerning 
it would be desirable. Again, when the author identifies (page 119) a type of 
business fluctuation to which he says we may exclusively devote our concern, 
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perhaps he himself might prefer to have his flanks guarded at least to the extent 
of mentioning also the vagaries of money. And other points of the sort could be 
raised, 

However, Harper merits praise. If this propaganda for what once could soundly 
be called conservatism is judged as charitably as the propaganda adverse to 
that position has usually been judged, it must be counted a very good product. 
Indeed, in comparison with much discussion that has been received with at 
least friendly tolerance, this is a model of temperance, insight, and careful anal- 
yeis. It confronts what must be majority opinion with ideas which some serious 
and disinterested men believe to be sound net conclusions from economic reason- 
ing, and constitutes an open invitation, to those who espouse the currently ruling 
principles and practices, to show carefully just how collective bargaining serves 
the end of achieving the good (necessarily viable) society— just how decisions 
hy this method do, or might be made to, add up to a totality possessing a rela- 
tively high ethieal defensibility. As one convinced that self-respecting scholars 
cannot persist in resting upon the New Conservatism (that is, repeated assertion 
that certain relatively new institutions normally those favored by the speaker— 
are “here to stay’’), | indulge a hope, albeit a small one, that the challenge may 
do good. This attitude, it seems to me, could equally well be taken by one hav- 
ing opposite convictions upon the question of organized labor. 

University of North Carolina Cranence Puiterook 


This booklet appeals to the reader to support an economic “utopia” in which 


a free market prevails and where decisions are made by individuals. Instead of 
bousting of our present “age of abundance,” as is the current mode, the writer 
foresees the imminent destruction of capitalism. To save it, he prescribes the 
liberation of individuals from the restrictions placed by collective decisions on 
their behavior as to the time and period of work, the forms of employee com- 
pensation, and the types of personal expenditures which are enforced by trade 
unions, benevolent corporations, and governments. Seeking endorsement from 


laymen, the argument reveals the “simple economic principles’ espoused by 
the Foundation for Meonomie Education, Ine., an organization promoting older 
Classical laissez-faire economic ideas and opposing “farm support, social security, 
deficit: financing, confiseating taxation and monopoly in all its forms.’’ The 
statement rests on too meager a factual basis to be considered seriously by stu- 
dents or professional economic analysts. 

A major assumption underlying the entire argument is that a personal choice 
automatically has greater economic value than a collective decision, and there- 
fore, all systems for making collective decisions are wasteful and obstructive 
and should be serapped. In the free market, a personal, hedonistic calculus will 
govern economic behavior. To advance this view, the pamphlet strings together 
a series of unsupported, outdated economic aphorisms designed to please escap- 
ists yearning for a simple, Robinson Crusoe existence free of the problems and 
institutions of a complex industrial society, 

Relying as it does primarily on homespun illustrations of a simple, undiffer- 
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entiated economic society to explain the verity of hedonistic values, the pam- 
phlet is not likely to win converts among employees or business managers ac- 
tively engaged in the practical world of economic pursuits. Such people are more 
apt to share the prevalent pride in our “people's capitalism” and to boast of 
our record of social achievement, high production levels, and continuing eco- 
nomic growth and stability. They will be suspicious of prophets of chaos and 
destruction, even though they may share the belief that taxes should be lower 
and trade unions should have less influence. 

The visionary and extreme nature of the argument will estrange many prac- 
tical conservatives. Why abandon our current system of private enterprise with 
its institutions for controls on managements, codes for business operation, and 
strong, competitive, countervailing organizations, when it is nevertheless so 
profitable? 

The current vogue stresses the social responsibilities of business. A philosophy, 
therefore, based on the deification of the “economic man,” discredited by both 
theorists and practitioners, will attract few. Others will find little guidance for 
the solution of current problems in this so-called analysis of a simple, abstract 
society. 

At this time when employers are insisting that union-won wage increases 
exceed productivity increases, when corporate welfare programs are designed 
to strengthen enterprise-consciousness among workers, and when the conserva- 
tive federal administration is slashing expenditures and restraining the growth 
of our monetary supply and credit the ease offered in this book will appear 
incongruous to the average citizen, One argument runs that unions should not 
be credited with having brought about higher wages and shorter hours of work. 
These are the result: of rising productivity. The book calls corporate welfare 
programs “the essence of communism-socialism.”’ As for governments, they are 
responsible for inflation; they “either want to inflate money or feel impelled to 
do so” in preference to “correcting the cause.”’ 

The author, hoping to win a following among workers, has chosen to discuss 
the wage problem. His desire is to get them to rid themselves of trade unions 
and pursue a new bargaining policy. But instruments for the new bargaining 
program are not deseribed. He expresses the desire that, in the future, workers 
will seek improvements in their economic lot through personal control of the 
income now being paid in the form of fringe benefits and governmental services 
and the removal of the restraints on working hours. Further, provisions for es- 
calator clauses and productivity wage increases, the instruments of inflation, 
should be abandoned. Nowhere, however, does he intimate that workers en- 
joyed no blissful abundance nor any of the benefits of personal choice during 
the several centuries when there were little or no collective bargaining and social 
legislation. Workers supported governmental intervention and created trade 
unions in recent years to secure the very benefits which the author ascribes to 
rising productivity. Nowhere in this tract is there any attempt to prove that 
the removal of these hard-won controls and institutions will not produce the 
same level of economic disfranchisement and deprivation as existed before their 
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inception. ‘The appeal is hardly likely to be persuasive. Fear of the old order is 
too real and vivid for summary dismissal. 

Certainly workers and their unions could not accept the proposition that a 
wage escalator clause creates a “legally vested interest ...on the side of infla- 
tion.”” Union spokesmen have repeatedly argued the reverse, that is, that with 
the protection workers now enjoy, business can obtain no real advantage by 
raising prices, for this will automatically bring wage increases in their train. 
The current trade union protest against the price increases in industries which 
recently granted wage rises betokens their concern about the reckless price in- 
creases Which use collective agreements as a public shield for private greed. 

‘The price policies of large corporations are designed to protect, if not actually 
to inerease, their returns. With the control of our price levels in the hands of 
corporate officers, the author should have addressed himself to these men were 
he truly seeking a method to control our rising price level. However, nowhere 
in this discussion is there an appeal to or a preseription for these policymakers. 

Little credence can be given the alleged Douglas-Pigou findings of the late 
twenties that a “one percent rise in wages will reduce employment by 3 per 
cent.”’ First, it is a misstatement of their position. Pigou limits the estimates to 
periods of depressions and Douglas recognizes that the course of employment is 
influenced by many factors other than wages. Second, the facts of life belie the 
allegation for we are currently enjoying continued full or high employment in 
an era of regular, annual advances in wages and fringe benefits. Therefore, the 
current wage level is the “free market price” for labor since there is at present 
little unemployment. Where then is the “dilemma” which bodes the ‘destrue- 
tion of capitalism’’? 

Furthermore, if wage increases did not result from trade union activities but 
are entirely attributable to productivity rises, why did “wages... fail to share 
fully the inereases in productivity from 1916 to 1919 and again in the middle 
twenties’? The author ignores the failure of vast numbers of workers to share 
in productivity increases because of his self-blinding interest in the over-all 
wage level. It is easier to write of the benefits of a simple and non-existent society 
and « free market price for labor than it is to determine the accuracy of an as- 
sumption of the mobility of workers; nevertheless, all recent studies of the labor 
market disprove this conclusion. 

The author dismisses governmental contributions to society as inferior to 
those of private endeavor. One suspects that he opposes any organized form of 
cooperation among individuals. But people have learned to expect the federal 
government to create a climate favorable to the maximum utilization of resources 
and to eeonomie growth and stability. Unlike the author, most of us cannot be 
indifferent to the social, economic and human costs of depressions. The great 
price Americans paid in 1929 and the repressions imposed by European faseist 
regimes which sprung from the ashes of the economic holocaust are too vivid 
in our memories to be easily forgotten or dismissed. We learned from bitter ex- 


perience that wage reductions do not correct an economic depression. Unlike 
the author, we cannot consider the 1920 depression as “something unprece- 


COMMUNICATIONS 205 


dented and new in our economy” and therefore not characteristic or indigenous 
to our economic society. 

The author recognizes none of the deficiencies and unfavorable effects of the 
operation of a free market. The possibilities for manipulation of markets, laws, 
enterprises and human beings are ignored. The author’s economic learning is 
hardly impressive when he posits that “production creates its own buying power 
in a free economy.” 

He looks longingly to the utopia of the free market where working hours will 
be increased. His puritanical prejudice that a greater morality would then pre- 
° vail is based on his belief that “work has some sort of therapeutic quality so 

far as virtue is concerned.” Leisure brings in its wake criminality, juvenile de- 
linquency and mental problems; the solution to these evils is more work and 
less leisure. In such a society, man will also be freed from the “ prohibitions on 
the spending of his income” and will enjoy the right “to work at a job of his 
choice either for himself or for an employer who wants his labor at a wage 
mutually satisfactory between them.” The only thing wrong with this pieture 
is that history contradicts it. Long hours, low wages, and poverty nurture crime, 
and a free labor market permits exploitation and low wages. 

It is most unlikely that this pamphlet will win reeruits among people who do 
not already share these outdated notions, and we hazard the guess that its pur- 
pose is to coalesce the existing “gripe” groups, the unwary anti-communists, 
the worker disgruntled with plant rules, the citizen embittered by taxes or by 
ungracious treatment from government representatives, and the avaricious 
individual. The author’s desire on behalf of the Foundation is to unite these 
groups, thereby exploiting their concerted efforts in drives against existing in- 
stitutions, and most particularly, the trade unions. 

Textile Workers Union of America SOLOMON BAnKIN 


COMMENTS ON PROFESSOR PHILBROOK’S REVIEW 


After labeling the book as propaganda, Dr. Philbrook proceeds to urge “char- 
ity” for it; probably merey would have been more fitting. Moreover, he sug- 
gests that “propaganda adverse to that position has been (so) judged.” Since 
he provides us with no cues as to what books or eritics he is referring, we are 


unable to explore this lead. 

Both reviews consider the book a propaganda tract based on outmoded and 
rejected economic views. Is there then any justification for exempting it from 
' the responsibility to provide careful and adequate proof for its position? Cer- 
tainly the book fails to meet this test. 

We endorse efforts to promote debates on important issues, but this book will 
elicit nothing but superficial political discourses. 

Academic journals are surfeited with economic analyses of the relation of 
productivity to and the influence of unions on wage trends and structures. 
Douglas’ study has been examined and corrected with later materials. None 
of these relevant data appear in the book. Dr. Philbrook’s hope for a documented 
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and well-reasoned defense of salutary economic effects of collective bargaining 
is satisfied by these writings. 

Harper's book may warrant a place in the files of a propagandist, but certainly 
not on the shelves of an economics library. 
SOLOMON BARKIN 


REPLY TO MR. BARKIN 


It is to be hoped that my reaction to Mr. Barkin’s review may not have an 
ad hominem ring. But | do write in what I believe to be righteous indignation 
with Mr. Barkin’s manifestation of the complacency of the entrenched ortho- 
doxy, comfortable in the belief that it need never truly meet an argument but 
need only accuse erities of bad faith and mention a few catch phrases which 
through repeated assertion have developed a power of setting off in the majority 
a somatic resonance. It was suggested in my review that Harper’s implied pol- 
icies were “as dead as” certain things which once did appear very dead; but 
each of these has since sprung to vital life. Any current orthodoxy would do well, 
in the light of this lesson, to avoid as the plague a disposition to rest upon a 
neo-conservatism, and instead defend its truths, if such they be, by eagerly 
showing forth the fundamental soundness of its rationale. 

The main issue raised in Harper's book is specific, central to policy, and sei- 
entifically respectable in its conception. What makes average wage rates rise 
in the long run? Is it, as so many believe, labor unions, or is there a mechanism 
independent of unions which raises them? Harper's statistics suggest a lack of 
any correlation between union membership and wage rates which would encour- 
age the idea that changes in the former account for changes in the latter. Find- 
ing such a hypothesis unsupported, Harper, seeking an alternative one, turns 
to the only hypothesis yet suggested which remotely approaches consistency 
with propositions to which it must be related. This is, that, given rising marginal 
productivity of labor, the market pulls up wage rates. 

Now, Mr. Barkin could with respectability call into question either the basic 
statistics or their treatment. Essentially he ignores the subject. At the end of 
his first paragraph he says, “The statement rests on too meager a factual basis 
to be considered seriously ...”’ This assertion appears to refer to Harper’s total 
position: the statistiea! oonitinien as such has not been mentioned and is never 
really mentioned. But, if Mr. Barkin does mean the assertion to insinuate against 
the statisties, in just what sense are they too meager, and does he or does he 
not agree that, if not “too meager,” they are highly suggestive of the conclusion 
that wage rates do not depend upon unionization? Again, in the sixth paragraph, 
he says, “One argument runs that unions should not be eredited ...’’ But he 
neither states the nature of the argument on this key issue, nor comments upon 
it. (Or is he really offering, as evidence against it, the fact that “employers are 
insisting that union-won wage increases exceed productivity increases’’?!) In 
his eleventh paragraph, he implies that the experiences of 1916-1919 and of the 
middle ‘twenties controvert the argument that wage rate increase is attributable 
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to productivity increase, since wage rates lagged productivity. It seems signifi- 
vant that this, his only reference to Harper’s statistics, bears upon these tiny 
segments of time alone. But in any case it is hard to see how Mr. Barkin as an 
eager student could feel forced to his implied conclusion by these cases; for it 
was precisely in the first period that union membership underwent a marked 
rise, While in the middle "twenties it was essentially stable. Of course, he would 
have been perfectly free to turn to a careful discussion of the significance of 
short-run imperfeetions, provided he did not ignore the significance of Harper's 
long-run study. Finally, having totally neglected the statistical suggestion that 
wage rates would have been rising over the long run without unions, the eritie 
begs the question by baldly asserting (seventh paragraph): ‘Nowhere in this 
tract is there any attempt to prove that the removal of these hard-won controls 
and institutions will not produce the same level of economic disfranchisement 
and deprivation as existed before their inception.” 

Surely Mr. Barkin, seeing from my review that at least one reader was not 
unimpressed with Harper's statistics, will in his comment on my notes show, or 
at least carefully cite chapter and verse which will show, Just why one ought 
not to be impressed. T shall be humbly grateful if [am corrected, 

Comment is called for by Mr. Barkin’s reference to Harper's “self-blinding 
interest in the over-all wage level,” as a result of which Harper “ignores the 
failure of vast numbers of workers to share in productivity increases ...’’ And 
of course a lack of labor mobility is cited. Now, why an author should be taken 
to task for being interested in the average of wages and eager that they should 
rise as fast as possible is net clear. Is not Mr. Barkin interested in these things? 
Admittedly, if we never went on to the distribution of wage income we should 
be sadly remiss. But if Mr. Barkin is going to rest upon this shortcoming, if 
such it be, of his opponent, he is caught on the hip. For exactly this issue is one 
which must be faced in any acceptance of the invitation, in my review, to out- 
line just how union decisions do, or can be made to, add up toa totality having 
a relatively high ethical defensibility. A classic source of deep disturbance to 
many serious students who are solicitous of all men who labor, as opposed to 
the minority organized into unions, is the antiequalitarian aspect of organized 
labor: the fact that, although unions, or some unions, may raise their members’ 
“average” 


wage rates, this achievement occurs (at least in part to avoid the 
issue for the moment) at the cost of closing to some laborers opportunities to 
work at a higher productivity, and wage rate, than those attaching to the work 
at which they are employed. Just where does Mr. Barkin’s concern for relative 
wage rates lead him? Would he argue that a union, faced with a chance to raise 
its relative wage rate, does typically first enquire whether there are laborers, 
now employed at lower wage rates, who would be able and eager to do the higher- 
pay work and, if there are, hold off the wage-rate rise and instead encourage 
brother-laborers to share in this better situation? And, whether he believes this 
fantastic picture to be true or not, would he incorporate a corresponding rule 
into his advice to union members on what constitutes ethical action? If he, and 
similarly influential men in the organized-lebor movement, would, then why do 
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we hear so little of it in their public utterances? If he would not, then just what 
is this concern over relative positions of workers— just why should we not regard 
the labor movement as anti-equalitarian? 

On the last question, no doubt we should expect the rebuttal to run in terms 
of making the capitalist share with the worker —an end presumably worth any 
amount of anti-equalitarian effeet within wage income. Again Harper furnished 
a clear-cut consideration, in quantitative terms, which offered a perfect oppor- 
tunity for Mr. Barkin to refute his opponents’ belief that the maximum wage 
gains to be made in this manner, without stopping capital accumulation and 
the operation of the economic machine, are pitifully limited if possible at all. 
This challenge, too, was ignored. 

Apart from an attack on Harper's empirical argument, Mr. Barkin might 
respectably have attacked the theory which includes Harper's account of why 
wage rates in fact rise. | have already given at least a hint of my dissatisfaction 
with Mr. Barkin’s theoretical treatment; but more general comment is called 
for. To account for an observation that wage rates have risen greatly over 
time, and in the face of the failure of union membership to account for the 
observation, Harper has offered an alternative theory which has some semblance 
of hanging together. Mr. Barkin has not; nor has he pointed to one. Nor do I 
think he can point to one. The union account of why wage rates rise is not a 
theory but a set of dogmas which are neither actively interrelated and proved 
consistent by their proponents nor by them regarded as fit objects of a request 
that they be interrelated and some presumption of their mutual consistency 
shown. It is hard to discover to what extent economists who appear tolerant of 
them really accept them; for discussions aimed at finding out tend to end quickly, 
either with the assertion that unions are here to stay or with a statement of a 
naive version of the intellectual position of the enquirer, followed by a guffaw. 
But certainly economists in general do not shout from the housetops the want 
of a consistent theory underlying this sector of present-day policy. Presumably 


they are sometimes carried away from their intellectual moorings by sympa- 
thetic reaction. And, although any child knows that man is not economic man 
alone, | would not rule out the hypothesis that economists are influenced by a 
belief that proponents of unpopular positions tend to obtain lower incomes. 

In Mr. Barkin’s treatment, argument by naive-version-and-guffaw is not 
lacking. The general preferability of personal choice over collective choice is 
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disposed of by reference to a “personal, hedonistic calculus,” “outdated eco- 
nomic aphorisms,” and “eseapists yearning for a simple, Robinson Crusoe 
existence.’ But no theory of collective choice is offered or cited. For theoretical 
argument in general, we have hints, cateh-words, slogans, and propositions of 
theoretical import which are not related and not discernibly relatable to any 
thought seriously purporting to be a system. Thus, our current arrangements 
are good partly because we have “strong, competitive, countervailing organiza- 
tions.”’ Mr. Barkin has not paused to bail out Mr. Galbraith. The current stress 
upon “the social responsibilities of business” are a help, it is indicated; but we 
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do not learn what these mean in application, or even what the social responsi- 
bilities of labor organizations are believed to be. The union idea that, in the 
presence of escalator clauses, “business can obtain no real advantage by raising 


prices ...”" is cited, and we apparently are intended to draw the conclusion that 
such clauses will deter product-price increase! In what theoretical framework 
will that make sense? Similarly, the “control of our price levels” is “in the hands 
of corporate officers’! An elasticity of demand for labor of 3 cannot be taken 
seriously because (1) Pigou limits the estimates to depression, (2) Douglas 
recognizes that other factors than wages affeet employment, and (3) we are 
experiencing both full employment and rising wages, so that the elasticity of 3 
(or, | should think, any elasticity) cannot exist! Roughly as | commented in my 
review, if Harper is treated as charitably as his major erities are, we must pro- 
nounce Harper's work a model of analysis. 

Finally, | wonder whether Mr. Barkin really wishes to rest upon the insinua- 
tions of his last paragraph and similar passages, together with such statements 
as that in his fourth paragraph from the end, in which Harper is said to be in- 
different to the social, economic, and human costs of depressions. Can students 
speaking to students take the position that every idea contrary to their own is 
not only wrong but offered by a hypocrite? Mr. Barkin’s guess that Harper is 
merely trying to coalesce the “gripe”? groups sounds strangely related to the 
bland reaction of our stereotype of the businessman of the "twenties: economic 
reformers were merely coalescing “gripe” groups around outmoded socialist 
ideas; the speaker felt that he was sufficiently in the saddle, his system was 
here to stay, he was unwilling to bother to see whether his crities were honest 
men with ideas possibly worth considering, and indeed he often did not care 
whether they were right or wrong. 

Chranence 


ON PATINKIN'S USE OF REVEALED PREFERENCE 

In Mathematieal Appendix 5d of Money, Interest and Prices,' Professor Patin- 
kin uses the “revealed preference approach” to prove certain homogeneity prop- 
erties of his demand functions, but in a footnote expresses a slight doubt as to the 
validity of the method because it also seems to apply ina case in which it) mani- 
festly should not. In this note it is contended that although his main theorem ts 
correct the proof given requires amendment, and also that he does not need the 
footnote reservation A detailed examination of these two small points is, it is 
felt, justified by the importance of revealed preference theory in general, 

Consider an individual consumer whose economic horizon extends over three 
“weeks” (the argument is easily generalized in the obvious way to the ease of 
any number of periods). Assume that the individual maximizes his utility, 

' Row, Peterson and Co., 1956 

2 Ina letter to the author, Professor Patinkin kindly indicates his approval of the fol 


lowing analysis. 
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subject to the budget constraints, 


n-2 
4 r)p + p p + 


Bin 
(1 + p 
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In these equations, Z4.(h 1, 2, 3, 8 oes yn — 2) isthe demand in the 
week for the commodity; p, (s I, — 2) is the given market 
price of the s commodity, expected future prices being assumed equal to 
present prices; p is the “general commodity price level”; and Z,, are 
the demands for bonds in the first and second weeks respectively; Z;, and Zo, 
are the demands for money in the first and second weeks, respectively; 1/(1 + r) 
is the price of bonds, whieh are assumed to mature after one week and are com- 
pletely illiquid during the week, therefore having no utility per se; Za.(h = 4 
4, 8 2) is the initial endowment of the commodity in the At 
week; Z, and Z,, being the initial endowments of bonds and money, respectively. 
The demand for bonds or money one week becomes an initial holding a week 
later, taking inte account earnings of interest on bonds at a rate r. Money hold- 
ings are useful and so are demanded because the timing of receipts and payments 
the following week is uncertain. There is no point in demanding any money or 
bonds in the last week, beeause no plans are contemplated past that week, 

A prime objective ts to show that current demands for commodities are homeo- 
geneous of degree zero in the prices of commodities and the initial holdings of 
money and bonds, and that the present demands for money and bonds are 
homogeneous of degree one in these same variables. One method employed is 
that of “revealed preference”. Consider two price endowment situations, “Zero” 
and “Star,” where each price, the initial endowment of bonds, and the initial 
money holding in one situation bears a given ratio to the corresponding price or 
endowment in the other situation. The general price level p is defined so that if 
all commodity prices change proportionately p also changes in that proportion. 
All actual and expected commodity endowments and the rate of interest are the 
sume in both situations. Such a change leaves the right hand sides of (2) (4) 
unaffected. Calling the planned present and future pattern of demands of all 
commodities, “real” bonds and “real” money in the two situations “Colleetion 
Zero” and “Collection Star,” respectively, it follows that Collection Star (resp. 
Zero) could have been chosen in Situation Zero (resp. Star) instead of Collection 
Zero (resp. Star). Assuming for simplicity that out of all the Collections that 
can be afforded in any given budget situation there is one which is definitely 
preferred to the rest, the situation described implies that if the two Collections are 


p Z 
» 
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distinet Collection Zero is both superior and inferior to Collection Star a con- 
tradiction. Hence the two collections must be identical.® 

Instead of using this argument as it stands, however, Patinkin applies it not 
to (2) (4) but to their sum, Le., to 


(l+r)p (l+r)p p p p 

his equation (5.35). Although the right result is obtained the derivation is not 
strictly correct, for the combination constraint is nof equivalent to the set (2) (4), 
Summation weakens the constraints, giving a false impression of the choices con- 
fronting the individual. Actually, (5) is no real constraint at all. If it showed the 
true budgetary situation the consumer could reach his point of bliss simply by 
buying bonds in unlimited amounts, thus augmenting his income and consump- 
tion. Only by considering (2)-(4) together but as separate constraints can it be 
seen that the amount of bonds which could be bought is limited by the initial 
endowments and that buying bonds only increases future consumption at the 


(5) 


expense of present consumption, 

This would not matter in the present context if (5) could successfully distin- 
guish between changes which do not alter real demands and those which do. That, 
however, it is unable to do. For example, suppose the value of the first week's 
exogenously given endowments are increased, and the second week's decreased 


by the same amount, all commodity prices, the rate of interest, and the third 


week's endowments being unaltered. The change does not affeet the right hand 
side of (5), so that on Patinkin’s argument no demands would be altered. Yet it 
is clear from (2) (4) that some demands must change. In fact the demand for 
money or for a commodity in some week must increase, for by tracing out the 
effects on (2), (3) and (4) in turn it is found that the growth of interest earnings 
makes it impossible to throw the whole burden of adjustment upon bonds alone. 
Notice that the consumer is benefited by the change. Since the invariance of real 
demands obtained by the use of (5) is definitely spurious in this case, it is no good 
appealing to the combination equation when trying to prove the correct ho- 
mogeneity theorem. For all purposes, therefore, the budget restraints must be 
treated as separate entities. 

Patinkin' follows up his analysis with the remark, “Though PT have not been 
able to find any fallacy in this argument, Dam troubled by the fact that it ean ap- 
parently be applied to equation (5.15)° by itself to show that an equi-proportion- 

* This analysis is more akin to Patinkin’s own, although there is another way of achieving 
the result whieh ts preferable because it does not assume that the chosen point is necessarily 
better in any utility sense than the rejected possibilities. We simply eall for consistency 
over time in the sense that faced with the same set of alternatives the same ehoice is made 
With this axiom, therefore, Collections Zero and Star are identical since the changes in 
prices and endowments contemplated leave all the actual possible Collections unchanged 
Our later analysis ean also be put in this framework 

‘Op. cit., p. $22 fn. 18 


® Corresponding to (2) above 
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ate change in the p,, p, Z,.., and Z,—even when accompanied by changes in the 
commodity endowments of the second and or third weeks has no effect on the 
amounts demanded, Z;,, Z)..1/p, and Z,,/p.’* We have to show that this is not 
BO. 

It is assumed that the expeeted future commodity endowment changes alter 
the right hand side of (3) or (4) or both, and that if the right hand side of (3) 
changes by an amount A that of (4) does not change by —A(L + r).7 In this 
experiment, therefore, Collection Zero and Collection Star cannot be identical. 
We are, however, particularly interested in Subcollection Zero, consisting of 


Bir, Bint, Zin + vip", and Subcollection Star, comprising 
Ziv, Bis, + r)p*, p*. Since under these conditions Sub- 


collection Star (resp. Zero) could have been chosen in Situation Zero (resp. Star) 
instead of Subeolleetion Zero (resp. Star), Patinkin hesitates because he thinks 
this shows that the two Subeollections are identieal and he is fully aware that 
usually they will not be, sinee changes in expected future circumstances do in 
yeneral affeet present. behavior. 

But to prove identity using Patinkin’s own procedure applied to (2) alone it 
would be necessary to assume that there is a unique most preferred Subcolleetion 
for any given set of the p, and Z, in (2), irrespective of the values in (3) and (4), 
and then to show that if the two Subeolleetions are assumed to be distinet, each 
is preferred to the other, thus forcing a contradiction. Now it is actually meaning- 
less to ask a three-week horizon man to compare any two one-week Subcollee- 
tions without first specifying the future possibilities, whieh is what is implied by 
ignoring the future constraints. Preferences are assumed to be formulated only 
in termes of one full three-week Collection vis-A-vis another. This is made quite 
explicit in Patinkin’s equation (5.14), reproduced here as (1), although the re- 
vealed preference technique itself, of course, does not require the assumption of a 
numerical utility indicator. Moreover the crucial contradiction cannot be ob- 
tained. For assume that the two Subeollections are different. Each could have 
heen chosen in the other budget situation. [f an outside observer were then to 
suggest that the consumer is therefore inconsistent, the consumer would deny 
the charge he has simply altered present demands to suit the changed future 
prospects, a perfeetly rational thing to do. 

Sinee the method of revealed preferences has been shown not to vield mislead- 
ing results when considering (2) alone, Professor Patinkin can use it with full 
confidence in relation to the complete budgetary pieture (2) (4), though not to 
their sum (5). 

Massachusetts Institute of Technology Mavnice MeManus 


® Ttalies in the original 
‘Of the right hand side of neither (3) nor (4) is affeeted then all real demands are un- 
changed anyway, or if the right hand side of (3) is reduced by A (A S Zo, 4/1 + rjp®) 
whilst the right hand side of (4) is increased by ACL + r) then in this system the only real 
demand which is changed is that for bonds in the second week. Thus in these two cases the 
argument that present demands are unchanged because (2) is unchanged leads to the right 
result, though still for the wrong reason. 
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Economie Concentration and the Monopoly Problem. By Edward 3. Mason. 
Cambridge, Mass: Harvard University Press, 1957. Pp. xvi, 411. $6.00. 
This volume consists of (1) a short review of the progress of research since 

1932 in the problems of monopoly and the large firm, (2) a statement said to 

reflect our current knowledge concerning economic concentration relation 

to monopoly, and (3) 18 papers Dean Mason has published since 1935, Of the 
latter, four papers deal with future supplies of raw materizis and the implica- 
tions for American security and economic growth. These have only the most 
tenuous relation to the main theme of the book. Parts of the several remaining 
papers have been “dated” by later research or subsequent court decisions; 
indeed chapter 16, published in 1949, substantially revises chapter 15, published 
in 1937, and in the introduction to part 1 (1957) the author states that for lack 
of data he has long since abandoned an elaborate classification of industrial 

markets which is the prineipal recommendation of chapter 8 (1989). 

The book is offered as “thought provoking reading.” That it is. Dean Mason 
is at his best in illuminating the limitations of others’ work, and the general 
course of research owes much to his insights. For example, in his view the lead- 
ing firms in most industrial markets have considerable monopoly power, but 
for all we know the economy may be as competitive now as it was before the 
first great wave of business consolidations. The “process of creative destruction” 
that Schumpter associated with big business suggests considerations that Dean 
Mason thinks highly relevant to antitrust policy, but he sees no evidence that 
the American eceonomy has grown at a substantially faster rate since the emer- 
gence of big business. He suggests that our knowledge of “countervailing power” 
does not distinguish situations in which two power blocs will cheek each other 
from situations in which they will unite against the publie interest. For Dean 
Mason, as for many others, economic efficiency should be an objective of anti- 
trust policy as well as the limitation of market power, However, he contends 
that an effort to explore very far into the effects of a firm’s market power is 
likely to frustrate any action by the government. The argument Dean Mason 
marshalls in support of such views as these deserve the attention of all serious 
students of antitrust policy. As the best libraries rarely have more than one 
copy of these articles in the original source, the present volume is a welcome 
addition to the resources of university courses on the subject. 

However, two distressing shortcomings of this collection of papers cannot 
pass unnoticed, The first deals with the price of crude petroleum in international 
markets. Dean Mason considers this one of the few matters of first importance 
in the field of raw materials, and he views the Middle Kast as the natural source 
of supply for western Europe, Asia and Africa. He also must recognize that the 
market for crude along the United States’ eastern seaboard does not determine 
the price for Middle Kast oil in the fashion that Liverpool traditionally set the 
price of wool and wheat throughout the world, because whatever the relative 
213 
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cost may be Middle Kast oil is not free to displace a major portion of the Gulf 
oil in this market. Yet all Dean Mason offers is a footnote: 


Whether it would be possible to force the price of Middle Eastern crudes substantially 
below current levels (as suggested in a recent report of the Eeonomice Commission for 
europe, The Price of Oil in Western Rurope, United Nations, /205, 1955) is a 
complex question not discussed in this paper. [It is sufficient to say that the difheulties 


are formidable 


If Dean Mason must preserve this reticence on so important a topie, he should 
have limited himself to the domestic seene in a volume entitled Keonomice Con- 
centration and the Monopoly Problem. 

A more serious cause for regret relates to chapter 1, which is presented as 
“a summary statement of our current knowledge and ignorance concerning 
ecconomle concentration in relation to monopoly.” Actually, the chapter has a 
much more limited aim, as it makes no reference to studies of individual in- 
dustries with significant concentration, such as those by Bain, Kaysen, Nicholls, 
Tennant and Wallace, and bederal Trade Commission reports on raw material 
industries.’ What is unfortunate is that this chapter, presented as a current 
statement of the work of others, was sadly out of date long before it went to 
the publisher. There is not a reference to Kaplan's recent work, and the only 
notice of a series of papers resulting from the 1952 Princeton Conference on 
Business Concentration and Price Policy is a footnote to a comment on a single 
paper. Nutter’s findings are discussed at some length, without any reference 
to the serious eriticisms of Lebergott. Adelman’s calculations on the 1047 
change in overall concentration in manufacturing are discussed at length, but 
bederal Trade Commission findings of an increase in overall concentration in 
toanufacturing between 1935 and 1950 are ignored, although they were published 
in April 1954 as part of a report entitled Changes in Concentration in Manu- 
facturing, 1935 to 1947 and 1960. Indeed Dean Mason writes that “despite 
widespread interpretation to the contrary” Pederal Trade Conimission reports 
do not concern themselves with trends in general concentration. That agency, 


' Publications briefly referred to in this paragraph and not cited by Mason are the fol 
lowing 

Joe Bain, The Beonomics of the Pacific Coast Petroleum Industry (Berkley, 144, 1945, 
147) 

A.D WE Kaplan, Big Enterprise in a Competitive System (Washington, 1954). 

Carl Kaysen, (United States vo United Shoe Machinery Corporation (Cambridge, 1956). 

Stanley Lebergott, “Has Monoply Increased?”’ The Review of Economics and Statistics, 
November 1955 

National Bureau of heonomie Research, Business Concentration and Price Policy (Prince 
ton, 1955) 

William Nicholls, Price Polreres in the Cigarette Industry (Nashville, 1951). 

Richard Tennant, The American Cigarette Industry (New Haven, 1950). 

US. Federal Trade Commission: The Sulphur industry and International Cartels (1947); 
The Copper Industry VONT); The Fertilizer Industry (949; The International Petroleum 
Cartel 1952); International Alkali Cartels (1950). 

Donald A. Wallace, Market Control in the Aluminum Industry (Cambridge 1937). 
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according to Dean Mason’s “Introduction,” in recent years has “nurtured” the 
view “that the American economy is a one way street toward ever increasing 
concentration.” Yet the 1954 report which he ignores points out that between 
1935 and 1947 concentration had declined in at least 60 Census industries of 
116 on which data are available, and devotes 20 pages to a discussion of six 
industries in which the decline was very pronounced. Dean Mason refers to 
the Commission’s 1948 report on The Merger Movement as “the FTC Report on 
Mergers,” and an accompanying footnote indicates that he is unaware of the 
1955 report of the Commission on Corporate Mergers and Acquisitions. 
Washington, D.C. Prank J. 


The Theory of Monopolistie Competition. 7th ed. By Edward H. Chamberlin, 

Cambridge, Mass.: Harvard University Press, 1957. Pp. xiv, 550. $5.00. 

This book is basic equipment for the professional economist. Its productivity 
is inereased by the addition of S06 titles to the bibliography, this increment 
representing the major difference between the sixth and seventh editions. 
Professor Chamberlin’s contribution is so widely recognized and appreciated 
that a summary of his hypothesis would be superfluous. The impaet of his ideas 
on the discipline of economics has been extensive and constructive, as indicated 
in some measure by the bibliography. In the opinion of this writer Professor 
Chamberlin’s counsel is misleading in only one instance. The question concerns 
the concept of entry, and the related concepts of a differentiated commodity 
and industry. 

The idea of a group of firtns oecupys a eritical position in Professor Chamber- 
lin’s theory. For example, on page 69: “Monopolistic competition, then, con- 
cerns itself not only with the problem of an andiardual equilibrium (the ordinary 
theory of monopoly), but also with that of a group equilibrium (the adjustment 
of economic forees within a group of competing monopolists, ordinarily regarded 
merely as a group of competitors). In this it differs both from the theory of com- 
petition and from the theory of monopoly.” Entry into such a group is possible, 
though perhaps with varying effectiveness due to product differentiation and 
consumer preferences, Nevertheless, this characteristic is quite influential in the 
allocation of resources: it results in the shift of demand curves and possibly cost 
curves (p. S84), eliminates profits (p. 88), corrects maladjustments (p. 90), and is 
necessary for group equilibrium: (pp. 104 105), in exactly the same general man- 
ner in Which freedom of entry results in these adjustments ina purely competitive 
market. However, this analysis is modified out of existence on pp. TEL TES (al- 
though Professor Chamberlin returns to it for a comparison of pure and monop- 
olistic competition in the ensuing seetion). Due to the diversity of the products 
(caused by anything from patents to the proprictor’s personality) effective entry 
is no longer possible: “As a result, some (or all) of the curves may lie at various 
distances to the right of the point of tangency, leaving monopoly profits scattered 
throughout the group and throughout the price system’'(p. This is fol 
lowed by the statement: “Our theory has now taken into aecount that which 
pure competition omits the special forces at work within the market of exch 
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seller.” It should have been added that, also as a result, the theory now omits 
what pure competition takes into account: group equilibrium. 

‘This position is reinforced in Chapter IX, which was added with the fifth 
edition (the argument also is reflected in the work of Professor Chamberlin’s 
student, R. Triflin. See Monopolistic Competition and General Equilibrium Theory, 
pp. 88, 119, ISS). Here Professor Chamberlin contends that the concepts of an 
industry and of entry or restriction of entry into an industry are not very useful 
and even misleading (p. 201). The approach is summarized on the same page: 
“Under monopolistic competition, then, there can be freedom of entry only in 
the sense of a freedom to produce substitutes; and in this sense freedom of entry 
is universal, since substitutes are entirely a matter of degree.” The appropriate 
inference to be drawn from this statement would seem to be that of the extreme 
conservatives: there is no such thing as monopoly, since each firm competes with 
all other firms for the consumers’ dollar; that, in effect, we have no poliey prob- 
lem concerning the allocation of resources. Thus, by discarding the concept of 
an industry, the Chamberlinian model of monopolistic competition may be made 
to support the same laissez faire policy that was derived by the classicists from 
assumptions of pure competition. Indeed, the economist is deprived even of the 
classical monopoly model, resulting in the observation by Professor Triflin that 
such a theory is rather appalling in its ethieal neutrality and barrenness (R. 
Triffin, op. po 

Professor Chamberlin is eritical (correctly so, in the opinion of the writer) of 
the cost analysis that implies an economy without firms (p. 230). He says, in 
his reply to Mr. MeLeod and Mr. Hahn Vol. 63, p. 138): “Eeonomic 
theory needs the firma, beeause the firm is very important in the real economic 
world.” This correspondent would hold that this statement equally was valid 
for the concept of an industry. 
Pennsylvania State University Lawnence bk. Pounaker 


National Income Accounts and Income Analysis. See. ed. By Richard Ruggles 
and Naney 1. Ruggles. New York: MeGraw-Hill Book Company, 1956. Pp. 
vill, 452. $6.50. 

This new edition of Mr. Ruggles’ well received earlier volume, National Income 
and Income Analysis, is, to borrow a phrase from Detroit, essentially the same 
ear as the previous tiodel except that more chrome has been added and a greater 
appearance of flow and motion is evident. This book, as the authors state in their 
preface, presents little that is new but such is not its purpose and this is no eriti- 
eism of the Ruggles’ volume. 

Users of the first edition will have no trouble reeognizing the new version. 
The first part of the book is the empirical section dealing with the national in- 
come accounts. The material is straightforward and straightforwardly presented. 
Readers will find the appendix to Chapter 5 which contains a comparison of 
United States and United Nations systems of interest. Chapter 7 on The Use of 
National Income Aggregates for Comparative Analysis contains a discussion of 
the index number problem involved in the attempt to develop constant dollar 
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series Which should provide some instructors with an opportunity to put the 
neophyte in national income matters through his paces. Having developed the 
time series use of national income accounts the authors mention the possibility 
of using the aecounts for space analysis, but unless this reviewer missed some- 
thing they show no awareness of the several studies in regional income accounting 
and analysis which have been done and are being used. Chapter 9, Related Sys- 
tems of Economic Accounting, is a well done introduction to the input-output 
material and the flow of funds accounts. Reviewers are always swayed by their 
own tastes and this reviewer is no exception. He is, therefore, inclined to inter- 
ject a mild criticism of this material on the ground that the uninitiated are apt 
to leave this chapter with a belief that these two accounting systems are more 
mature and currently useful than they really are. 

Part ‘Two contains the analytical portions of the book and is centered around 
the application of national income accounting to the movement of the economy 
since 1929. It would seem to be the Ruggles’ intent in this section to show the 
reader how the national income accounts ean be used for analytical purposes. 
Judged in terms of this objective the seetion is well done and will give the careful 
reader an understanding of the powerful nature of these tools he has acquired in 
Part One. But this reader was concerned that the novice in such matters may 
get too much of such an impression. The economy is made to seem too simple, 
too mechanical, too unbiologieal, The real complexities inherent in the analysis 
of economic fluctuations is glossed over in the smooth flow of the national income 
subaggregates. But all of this may be an unfair eritieism since the Ruggles were 
clearly not trying to write a book on economic fluctuations. ‘This is a book which 
should be widely used. [tis well written, clear, and economical of the reader's 
time, Whether there is a cause and effect relation involved only the Ruggles ean 
say, but this isa better book than the first edition which was Mr. Ruggles’ alone. 
One cannot help but wish that the ecllaboration may continue and that) the 
Ruggles might be motivated to produce a national income book of “higher level.” 

University of North Carolina W. 


The Image: Knowledge in Life and Society. By Kenneth Boulding. Aun Arbor, 

Mich.: University of Michigan Press, 1956. Pp. 175. $5.75. 

This remarkable little book suggests a unifying concept with which previously 
unrelated segments of our universe can be examined and placed in juxtaposition. 
This concept is the Image, variously defined but described at one point as “the 
sum of what we think we know and what makes us behave the way we do.” 

Having introduced this concept, Boulding examines it in the context of several 
fields of learning. He places the Image in relation to the various levels of organi 
zation or control mechanisms, ranging from the simplest statie structure to the 
human being, and he finds this concept increasingly important (and complex) 
as one approaches the human level. He then takes the concept into several 


specific disciplines, relating it to existing approaches and bodies of theory and 


suggesting some implications of its use. He explores in turn such fields as biology, 
sociology, the sociology of knowledge, psychology, economics, political science, 
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and history. Boulding then poses the provocative question: “Eiconies; A New 
Seience?”” His answer is a tentative, gingerly, hopeful “perhaps,” but in the 
process of answering he accomplishes his real purpose of summary and thoughtful 
speculation about the use of the concept. The final chapter contains a brief treat- 
ment of the philosophical implications of this concept and its use. All of this in 
one hundred and seventy-five pages! 

The book has all of the incidental and beguiling virtues that characterize 
Boulding's work, in addition to at least one major contribution and an important 
insert. The book is densely populated with striking and off-beat analogies, with 
thoughtful asides, with darting insights, and with wry but gentle humor. The 
insert, Chapter 2 with its sketch of the levels of organization and of the various 
types of control mechanisms, is a systems theory in embryo. 

‘The major contribution of the book is achieved through Boulding’s success in 
relating, through the Image as an intellectual holding company, a number of 
bodies of theory that have hitherto seemed to be independent fragments. Bould- 
ing connects, Whe does not actually integrate, such fields as organization theory, 
information theory, role theory, self theory, the sociology of knowledge, field 
theory, psychoanalysis, decision-making theory, and certain concepts and ap- 
proaches derived from biology and philosophy. This is a remarkable performance, 
and in all likelihood a very useful one, 

The book, in doing so much so quickly, runs into troubles that a more pedes- 
trian work would not encounter. The Image turns out to be a simple concept, 
and a unifying device, only when it is kept in the broadest and most general 
terms. When it is used in particular areas of knowledge, and linked to relevant 
bodies of theory, the concept of the Image seems to twist and turn and to assume 
new shape and meanings. Perhaps, as the author argues, this is beeause the 
Image has many facets and dimensions. Nevertheless, the reader may find that 
he must hold on tight to grasp the unifying thread, once he begins to follow it 
over the landseape of ideas whieh Boulding traverses. A further minor but some- 
times disturbing difficulty is that Boulding does not always identify the bodies 
of theory of the concepts that are being related. The lack of bristling terminology 
and extended footnotes is refreshing, but the provision of afew labels or handles 
would enhanee the usefulness of the book even to the partially initiated and it 
would allow those largely unfamiliar with this sprawling domain to do some 
subsequent exploring. The chapter on Eiconies does indicate some of the sources 
in the various disciplines, but this is both late in the game and rather casual. 

One does not need to judge Boulding’s answer to his own question: is there 
now to be a new seience, or at least an iterdiseiplinary specialization, based on 
the coneept of the Image? Boulding himself is less interested in the answer than 
he is with reminding us that this is an era in which knowledge is being drastically 
restructured, and that the use of such coneepts as the Image may be useful in 
such restructuring. This book, at the very least, provides a usetul bridge of un- 
certain dimensions between several bodies of emerging theory. In the process, 
through its analogies and insights, it should facilitate new understanding of the 


BOOK REVIEWS 


meaning and proportions of each of these theoretical fields. This is justification 
enough for a book much larger than this one. 
North Carolina State College C. Appison TlteKMAN 


Keonomie lnstitutions and Human Welfare. By John Maurice Clark. New York: 

Alfred A. Knopf, 1957. Pp. vin, 285. $5.50. 

This collection of essays by a distinguished American economist deals with 
the attitudes and institutions within whieh the American economy operates. 
The essays were written over the period 1940) 1955 and suffer from some uneven- 
ness of exposition because of the dissimilar audiences for whom: they were pre- 
pared and from changes in the economic climate which have oecurred during 
this long time span. An attempt has been made to remedy some of the problems 
occasioned by the latter factor through footnotes which describe changes that 
have occurred since the time of original writing. 

On the very first page of the book, in an essay written in LO2, there is appar- 
ently a reference to the whole national income theory as “new materiaks (whieh) 
are pressing for a place in the reeounized canon of the subjeet. 2 and whieh 
need to be incorporated in the teaching of economics. This now strikes the reader 
as unrealistic in view of the fact that national income analysis has not only been 
fully incorporated in curricula in economics but has probably even been over- 
emphasized compared with traditional price and allocation theory. 

Mueh wisdom is manifest at many points throughout the book. An especially 
good essay, written in is entitled “borms of Reonomie Liberty and Whit 
Makes Them Important.” This essay reflects a nineteenth century liberalism 
which places primary emphasis on freedom of the individual. Liberty “for what” 
and “from what’ is analyzed in excellent detail, 

There is very little eeonomic theory in the book since this was outside the 
author's purpose. At one point where some theoretical discussion takes place a 
slip is made, Professor Clark on page [6 defines “diminishing return’? as diminish- 
ing average return per unit of variable factor, He then says that factors will be 
used in the stage of diminishing return thus defined. Actually, factors will be 
used in the stage of diminishing marginal returns and average returns may still 
be increasing at the point of optimum input. 

In the judgment of the present reviewer a major shortcoming of the book is 
the tendency to regard existing institutions and policies as acceptable primarily 
beeause of the very fact of their existence; thus the essays provide littl: guidance 
us to What these institutions and policies should be. In general, Dr. Clark espouses 
a philosophy of “live and let live” among groups. Thus he ineludes no eritieisimn 
of the fair trade laws, of present farm policy, or even of business, labor, or pro 
fessional monopoly. Regulations now in effect appear to be interpreted as clearly 
reflecting social dissatisfaction with the unharmpered operation of the price sys- 
tem, rather than as being the result of undue political power of certain pressure 
groups Which seek to further their own interests at the expense of society as a 


whole. 
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In line with the above deseribed tendency, Professor Clark (on page 197) dis- 
cusses the “obligation” of labor unions to refrain from demanding wage increases 
at a rate which exceeds the general rate of growth of production. However, he 
includes no conerete proposal for limiting this power. Such an appeal to social 
responsibility on the part of groups wielding monopoly power seems unrealistic. 

‘The last essay in the book is quite an interesting one entitled ‘West- 
ern Thought in the World Struggle.” Many penetrating comments are made. 
Again, however, the author seems to be too ready to discard the free market as 
a basic institution to be nurtured in foreign aid programs. On page 282 he says: 


_ itis only natural that the methods devised by the underdeveloped countries for 
meeting their distinetive problems should lay more stress on nationwide planning than 
is typical in the West, rely more on public development of basie facilities, and make 
up for the absenee of uncertainty of the disciplines of competition by subjecting the 
private sectors of their economies to more direet controls, possibly intended to be tem- 
porary transitional measures. . . 


This type of thinking seems to pervade much of the literature on economic 
development. There is great danger that economic aid to underdeveloped areas 
which is not predicated on establishing conditions conducive to free markets 
will do more to bring about planned economic systems than to developing the 
largely unplanned economies which most Americans presumably favor. 

Florida State University R. Consens 


Regional Income: Studies in Income and Wealth. Vol. 21. By the Conference on 
Research in Income and Wealth, Frank A. Hanna (ed.). Princeton, N. 
Princeton University Press for the National Bureau of Economie Research, 
1057. Pp. x, 408. $8.00. 

‘This volume ranges over a wide variety of topics relevant to the 20th century 
economic seene in the United States. It will prove rewarding to any economist 
having an interest in eeonomic aggregates provided such interest has not been 
carefully restrieted to the national or international level. A few highlights can 
be mentioned here, 

What are the possibilities of estimating regional Income in a system paralleling 
the national income accounts in concept and structure? Werner Hochwald con- 
cludes that greater promise exists for activity sectoring than for institutional 
sectoring on a regional basis. The comments on Hochwald’s paper raise further 
questions concerning how appropriate the presently used national income con- 
cepts may prove to be in regional application. 

Harvey Perloff urges that in addition to such substantive elements as income 


received or produced, the demareation of regions must itself be considered an 
analytieal variable. In his words “Such an approach requires that data be avail- 
able on a county as well as a state basis throughout the entire country (and, ob- 
viously, on a uniform and annual basis) so that flexible demareations may be 
possible.” In this insistence upon a dynamic approach to regional demareation 
Perloff receives a measure of support from one eritic and a measure of disagree- 


BOOK REVIEWS 221 


ment from another. Moreover, the attempt on the part of Ullman and Klove to 
delineate all-purpose regions composed of two or more contiguous states implies 
a large measure of continued acceptance of static-geographie regions. 

As the title of this volume would suggest it contains little disagreement about 
the basie merit of regional economic aggregates as a worthy subject for study. 
However, some disagreement between Walter Isard and those who commented 
on his paper is evident on two levels, (1) the philosophical and conceptual pre- 
requisites to the proper understanding of the region and (2) the extent to which 
tools used by the national-international type of economist are appropriate to 
regional study. 

Frank Hanna’s study of inter-state per capita income differentials contributes 
considerably to existing empirical analysis and sharpens controversy in at least 
three areas, (1) the amount of inter-state variation ascribable to differences in 
occupational composition, (2) the best method for distinguishing trend from 
eyclical influence in the gains of the several states in per capita income and (3) 
the suitability of state data unmodified by any weighting system as a medium 
for investigation of inter-regional income variation, 

Edwin Mansfield’s paper on the relationship between city size and income 
gives rise to questions in the discussion as to whether differences in income per 
family and unrelated individual unit can be attributed solely to differences in 
constituent populations as to color, national origin, educational attainment, 
personal skill and industrial and occupational attachment. If this is not true, 
then in the words of Margaret G. Reid such differences “represent an economic 
opportunity to those willing to migrate.” 

The findings of Hurwitz and Stallings in the construction of a price index 
series for each of the states for the years 1929 through 1955 are reassuring in 
that apparently we are justified in continuing to use the Bureau of Labor Statis- 
ties Consumers’ Price Index to deflate regional per capita incomes. Since this is 
the ease, however, one critic questions the advisability of committing further 
resources to additional work on regional indices. 

A paper on the relative merits of various methods of estimating local area 
incomes is contributed by Henry 8. Shryock. This paper together with its dis- 
cussion is of direct relevance, among other things, to further work in the defla- 
tion of local area income estimates to a per capita basis. As for the local area 
Income estimates themselves, Lorin Thompson reports on the experience at the 
University of Virginia in using ‘short-cut’? methods. His paper together with its 
discussion leaves the impression that no short-cut method exists of equal appliea- 
bility to all states. Moreover, short-cut methods involve the sacrifice of the valu- 
able component elements of local area income. Thus a case appears to remain for 
improving allocation procedures for making local area income estimates in the 
usual rather lengthy manner. Since agricultural income is a highly nportant 
and often troublesome part of local area income estimation, John LL. bulmer’s 
proposed substitute for the usual allocation procedures at this point is of related 
interest. However, this paper together with its discussion leaves the inipression 
that the issueis unresolved as to whichis the superior method, Also some question 
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remains as to whether the issue can be resolved in the absence of what Ernest 
W. Grove has termed “independent and reliable data on agricultural incomes in 
the counties,” 

This book is certain to intersect at various points the path of investigation of 
the economist engaged in regional analysis. 

Universty of North Carolina Lowe, D. 


New England Tertiles and the New England Economy. By the New England 
Governors’ ‘Vextile Committee and Researeh Report by Seymour E. Harris, 
Chairman. {no place! Published by the Conference of New England Governors, 
1957. Pp. Liv, 30; ii, 179. 

This ts one of a series of periodic reports. Its purpose is to survey recent de- 
velopments in the textile industry with particular reference to New England, 
and to recotamend policies for the improvement of the New England economy. 
The report contains much pertinent and significant information but it is very 
difficult to review beeause it covers a wide range of topies, because the analysis 
is often superficial and incomplete, and because the analyses and the reconmen- 
dations are often inconsistent with each other, with the facts and with valid 


economic theory. 

Some of the mayor developments in textiles may be noted briefly. Textiles 
continue to lose ground in comparison with all manufacturing; over the past 
century textile employment has declined from 14 per cent of all manufacturing 
employment to about 6 per cent. From 1947 to 1945, textile employment de- 


clined by 17 per cent: in woolens and worsteds it declined by 49 per cent. A great 
shift is taking place in worsted spinning. Between 1949 and 1955, total spindles 
in place in the United States declined by 19 per cent; New England's proportion 
declined from 69 per cent to 47 per eent, while the South's proportion rose from 
5 percent to 28 per cent. That would indicate that worsteds are following the 
pattern set by cotton, 

Textile wages have lost ground relative to wages in all manufacturing. In 
1030 the proportion was 7h percent, it rose to So per eent in bat by 1956 
it was back to 7) per cent. Prom 1952 to 1954, absolute wages held steady in the 
South but declined slightly in New England. Textile profits as a per cent of sales 
are about twiee as high in the South (3.3) as in New England (1.6). 

Among the explanations and recommendations only a few of the ineonsisten- 
cies, fallacies and non sequiturs can be mentioned here. A good part of the report 
is based on the assumption that New England’s prineipal handieap is the eom- 
petition of lower wages in the South. Yet in one place (p. 1-5) it is stated that, 
“The most recent evidence suggests that wages in the South are about as high 
as they are in the North. In the fine fabries there is, indeed, little difference.” 
It is pomted out (p. 1-7) that southern plants are larger, newer and built to 
“take advantage of a later technology, and of the current state of demand and 
nature of the market.” But this latter is not taken into aecount in explaining 
New England's difficulties, 

It is shown that the industry has exeess capacity and suffers low profits. Yet 
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the Report opposes diversification into lines where profits are higher and con- 
cerns itself with the need for more capital and the “means of enlisting adequate 
supplies of workers” (pp. 1-7, 26, 27). 

The philosophy of the Report is stated to be: “Since our income is somewhat 
higher than the national average, we realize that we should contribute more to 
the development of the resources, natural and human, of other regions than we 
receive from them” (p. 1-9). Yet every recommendation concerning federal legis- 
lation Opposes provisions Which would accomplish that end. ‘Prade policy must 
not “inerease foreign competition in textiles by making trade concessions.” 
Dispersal of industry as a protection against atomic attack is necessary for the 
national welfare, but it is opposed because it might “have an adverse effect 
upon the economy of New England” (p. 1-14). Formulae for the distribution of 
federal aid to highways, education and flood control are opposed beeause they 
discriminate against New England. 

The Committee’s recommendations are that New England and its textile in- 
dustry should: compete strenuously for the consumer's dollars; increase produc- 
tivity; obtain higher profits; pay wages that will attract adequate supplies of 
labor without destroying Jobs; prevent substantial wage differences between 
North and South; work for less emphasis on the property tax and for balanced 
trade policies; watch all policies that affect it; cooperate with the apparel and 
textile machinery industries in’ New England; continue cooperative political 
action; and attract and retain new managerial and technical personne. 

As a politieal document this Report may have its uses. As an economic study, 
it contains much useful data if the reader is willing to dig them out and arrange 
them in some logical order but its analysis and recommendations do not advance 
the frontiers of economic knowledge. 

Duke University Rarenronp 


‘nited States v. United Shoe Machinery Corporation: An Keonomie Analysis of an 
Antitrust Case, By Carl Kaysen. Cambridge, Mass.: Harvard University Press, 
1956. Pp. S650. 

This book derives its importance from two sources. first, it represents an at- 
tempt to build an analysis of the antitrust issues raised ina speeific legal pro- 
ceeding with tools taken from the kit of the public control economist, Second, 
aus is indicated in the preface, all of the present book, with the exeeption of a 
few chapters, is identical with a memorandum prepared by the author for the 
use of Judge Charles Wyzanski, Jr, when Mr. WKaysen was serving that jurist 
us a combined “law assistant. 

Asananalytiea! industry study aimed at shedding light on issues whieh trouble 
the economist this is a most provocative and thorough book. The analysis of 
United Shoe Machinery’s market position (Chapter 1), the origins and present 
bases of that market power (Chapter and United's market perform 
ance (Chapters IV and V) is systematic and complete. Nevertheless, certain of 
the broad bases on which this analysis rests, as well as speeitie pomts made dur- 


ing its course, should not go unchallenged. 
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First, the author feels that sinee a judgment concerning market power cannot 
be made purely in terms of market structure, we must rely upon an assessment 
of market performance to reach conclusions regarding market structure. And 
this assessment of performance must be made with “the competitive model” 
as a basis for evaluation. Is it not inevitable, then, that such an appraisal leads 
to a finding of at least some market power? Kaysen’s failure to distinguish con- 
sistently between market power and substantial market power is somewhat con- 
fusing. Similarly, the apparent interchangeable use of the concepts of market 
performance and of conduet is misleading. Thus, “coercive taeties” are referred 
to (p. 20) as “poor aspects of performance.” Such a failure to distinguish between 
performance and conduct leaves this traditionalist, who would emphasize the 
latter at the expense of the former in antitrust eases, at something of a disad- 
vantage. 

With the specific analysis of the shoe machinery industry there is less to quar- 
rel. Although one might well object toa definition of the shoe machinery market 
Which maximizes United’s share by ineredibly exeluding those machines not 
made by that company (pp. 20°30), there ean be little doubt that the author 
paints an effective picture of a firm free of signifieant competition, real or po- 
tential, and behaving in a manner aimed at maintaining that position. Equally, 
however, one cannot help wondering about the relevance of a detailed attack 
on the inability of United to forecast revenues with great precision or to arrive 
at eract estimates of the cost of each individual machine type, and the profits 
derived from each type. All multiproduct firms are engaged in the “averaging 
out of costs” to some extent; all have only an impreeise knowledge of the cost 
of individual products; all, to that extent, engage in a less-than-perfect alloca- 
tion of resources. Hf legal condemnation is to follow upon such a failure to obtain 
perfection, might we not be faced with firms all of whom are required to manu- 
facture a single product and employ an omniscient accountant? 

Finally, a question of policy must be raised. This reviewer has had occasion 
to speak with many prominent antitrust attorneys concerning the role Mr. Kay- 
sen played in this ease. even those who favor Judge Wyzanski's opinion question 
the desirability of having courts employ “economic assistants’ to prepare memo- 
randa on which they cannot be cross-examined, Economies is, after all, an in- 
exact science at best, and the economist’s conclusions are necessarily based on 
his preconceptions. If we are to stray from the traditional approach to antitrust, 
Le, an assessment of intent and conduct, must we indeed wander so far as to 
place decision-making in the hands of an unchallengeable economic elite? 

Boni, Watkins, Jason & Co. Inwin M. 


United States Imports and World Trade. By Henry G. Aubrey. London: Oxford 

University Press, 1957. Pp. x, 169, $3.40. 

This study takes as its point of departure the findings of the President’s Ma- 
terials Policy Commission (the Paley Report) which indicated that American 
demand for most raw materials would rise so rapidly during the next two decades 
that domestic production will not be able to keep pace with it, except possibly 
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at rapidly rising real costs, and, accordingly, the United States will have to 
place increasing reliance on imports. The object of this investigation was to ex- 
plore the extent to which increasing American imports might be expeeted to 
reduce the dollar gap, and to determine whether there is hope for new structural 
stability growing out of the more integrated network of world trade that may be 
expected to develop. The Paley Report projected only the volume of imports, 
and it Was necessary to devise a method for converting these estimates into value 
terms in order to project the dollar supply available to the rest of the world, 
not only in overall terms but particularly with respeet to the deficit areas, A 
considerable part of this volume is devoted to a discussion of the methods em- 
ploved to derive the projections; Part Il, which comprises something more than 
half of the study, is a piecemeal study of the import projections for particular 
raw materials and foodstuffs. kor many readers the rationale for and derivation 
of the projections may be of more interest than the conclusions reached. 

The fundamental assumption of this study is that the real gross national prod- 
uct will double between 1950 and some year in the decade of the 1970's. The 
projections developed are not intended to serve as forecasts; whether the GNP 
will be double that of 1950 by 1972 or 1978 is of no consequence for the purposes 
of this investigation. But even the most conservative interpretation of the data 
seems to indicate that as national income increases the value of imports will 
inerease proportionately or somewhat more. With reference to particular im- 
ports the projected increases are surprising. Petroleum: imports, for example, 
increased sixteen times in value and over five times in volume from 1937 40 to 
1952 and may be expected to increase another seven times in value and five times 
in volume between 1952 and 1975. Imports of iron ore are expected to increase 
more than five times in value between 1952 and 1975. The big increases in im- 
ports will come in raw materials, reversing a trend. Six commodities petroleum, 
coffee, newsprint, nickel, iron ore, and aluminium will account for about 60 
per cent of the import value increment. And probably about YO per cent of this 
will come from Canada and Latin America. 

Projections of the sort made in this study contain many chanees for error, 
But the reader gets the impression that this investigation has been made with 
eare, and considerable use has been made of expert advice with reference to 
particular commodities. And even a very cautious analysis of the data suggests 
that the trend toward a decreasing propensity to import will be reversed in the 
years just ahead; the dependence of the United States on imports for primary 
goods will increase; and basic changes in the patterns of world trade will emerge. 
It seems abundantly clear that the world of 1975 will be different in fundamental 
respects from the world we know today. 


North Carolina State College Ciuarnk Len ALLEN 


An International Economy: Problems and Prospects By Guinar Myrdal. New 
York: Harper and Brother, 1956, Pp. xi, 381. $6.50. 

Gunnar Myrdal, the distinguished economist, sociologist, statesman and 
former Secretary General of the Heonomic Commission for Europe, has brought 
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his diverse talents to bear upon the large and complicated problems of achieving 
a peaceful and prosperous international economy in the non-Soviet world. Un- 
derlying the study as a major value premise is the desirability of “international 
economic integration,” defined as “the realization of the... ideal of equality of 
opportunity in the relations between the peoples of different mations’ (p. 13). 
‘The large and steadily increasing differences in living standards in different parts 
of the world signify a “glaring lack of international integration” (p. 2). This 
book is therefore devoted to ways of accelerating the economic development of 
underdeveloped countries as the only answer to the problem of inequality. The 
author states a preference for democratic forms of development. Permeating the 
whole study is Myrdal’s deep and profound humanitarianism, dedicated inter- 
nationalism and optimistic faith in the future of man, in the finest traditions of 
political economy. 

While Myrdal is careful to state his value premises, he is not at all naive about 
the possibilities for achieving the desired goals in the tolerably near future. In 
fact, a distinetive contribution of the study is a painstaking exposition of the 
reasons for international economic disintegration, and why it is likely to continue. 

Development of underdeveloped areas, being the key to achieving interna- 
tional economic integration, takes up more than half the book. A fine statement 
of the pressures for development is presented, following upon which is a rather 
full treatment of the problems of accelerating development while still preserving 
basie democratic values. The heart of the book is in two chapters devoted re- 
speetively to “National Integration in’ the Underdeveloped Countries’ and 
“Commercial Policy of Underdeveloped Countries,” in which economic develop- 
ment is conceived of as a kind of dynamic Wieksellian process. 

A short review cannot deal with more than a few of the many themes woven 
into the fabrie of this book, One important issue is that of “balance” in develop- 
ment and the priorities in a development program. There is litthe doubt that 
successful development requires the parallel growth of both industry and agri- 
culture and that this presumes overall state planning. But the problem of priori- 
ties in the development program inevitably arises. Myrdal emphasized cor- 
rectly this reviewer's opinion the critical importance of increasing 
agricultural output, and the need to invest a large proportion of the associated 
increase in agricultural income. But a dilemma is faeed, as Myrdal recognizes: 
Hlow ean farmers be induced to produce more and yet not consume more without 
coercion ina society living at bare subsistence? Tdo not know any sensible an- 
swers to this question, 

On commercial policy, Myrdal refers to a “double standard of morality in 
International trade.” Pls sympathetic review of the essentials for development 
of underdeveloped countries leads him to sanetion virtually the whole gamut of 
trade and payments control devices for these countries, while arguing that rich 
countries should reduce impediments to trade; henee, the “double standard.” 
The “nioral dilemma’ of the rich countries, such as the United States, is obvious. 

In view of all the obstacles to development, external and internal, one wonders 
Whether successful democratic development of underdeveloped countries is even 
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possible. Myrdal in fact concludes that “... short of a number of near-miracles, 
few underdeveloped countries will sueceed in attaining their essential goals. 
The alternative to reasonable success is political catastrophe’ (p. 314). He is 
still hopeful for the future, but totalitarian societies have a tremendous advan- 
tage. 

A few other points may be noted. It is not clear why Myrdal has systematically 
excluded East-West problems and Soviet-type development models when so 
many pertinent issues center on them. On a more technical level, this reviewer 
feels that Myrdal has understated the importance of the efficiency goals of com- 
petition, which emphasize the “costs” of foreing development. The critique of 
“equilibrium” models of international trade is not clear. There is some confusing 
language regarding priorities in developmental programming; Myrdal implies 
in some places that population policy and commercial policy are more important 
than agricultural policy. The author has not dealt at all with the problem of 
retaliation in commercial policy. There is an implied sweeping indictment of 
GATT, the IMF and practically the whole of the U.S. post-war foreign economic 
policy, somewhat ungenerously, in this reviewer's opinion. ‘Phe author also 
seems to have placed insuflicient emphasis upen the external checks to develop- 
ment. 
gut these are minor criticisms. There is little doubt that Myrdal’s study ranks 
as a first-rate contribution to the analysis of contemporary problems of inter- 
national economy. 

Wayne State University GoopmMan 


The Economie Consequences of Automation. By Paul Kinzig. New York: W. W. 

Norton & Company, 1956. Pp. 255. $3.95. 

This book is an important contribution to the exceedingly small body of litera- 
ture relating automation to economies. [tis a book that had to be written sooner 
or later, and fortunately it was written sooner, The twenty-four chapters contain 
something for nearly everyone; something for the politicians, adiministrators, 


businessmen, trade union officials, industrial workers, and professional eeono- 
mists. 

These groups must become better acquainted with automation, “for the eco- 
nomic consequences of automation are liable to affeet the life of every man, 
woman, and child” (p. 7). One of the major objectives of the book, then, is to 
inform the general public about automation in the hope that responsible and 
influential persons will see to it that automation is managed in such manner as 
to lead to a more abundant economic life. Automation per se does not guarantee 
better economic conditions. 

The other major objective of the book is to convinee economists that there 
is a need to discard much of their theory existing theory does not cover the 
problems which automation is presenting — and promulgate a new body of theory; 
that is, a new method of analysis to be called “Automation Meonomies.” At the 
very least this will exuse economic theorists to take a long and eritical look at 
their existing analytical tools. 


228 BOOK REVIEWS 
One of the main conclusions arrived at by Mr. Einzig is that “it is of vital 
importance, not only from the point of view of our prosperity, but even for our 
survival as free nations, to proceed with automation with the utmost speed” 
(pp. 8-9). The other primary conclusion calls for the elimination of the business 
eycle. Depression and inflation cannot be tolerated in an automated world be- 
cause automation will greatly exaggerate the extremes of the cycle. 

Chapters one, two, and three deal with the technological and commercial 
aspects of automation, and do not add much to the existing literature. Chapters 
six, seven, seventeen, and nineteen treat some of the social aspects of automation 
and probably will cause the sociologists to become more concerned about an 
automated culture. 

On the all important matter of automation and unemployment, a few quota- 
tions will present the author’s attitude. 


Taking « long view, automation is likely to be accompanied by a progressive reduction 
of working hours. This should go a long way towards offsetting unemployment (p. 7S). 

There would be inevitably a certain amount of transitional unemployment. Pockets 
of unemployment might arise... (p. 79). 

Taking everything into consideration, it seems that fears of technological unemploy- 
ment are grossly exaggerated (pp. SO-S1). 

The gravest danger of unemployment arises not through an unduly high rate of automa- 
tion but through an unduly slow rate of automation (p. 85). 


The author, using automation as his instrument of analysis, takes the reader 
through the areas of production, economic instability, the wages-profits-prices 
triangle, monetary policy, fiseal considerations, international issues, resources, 
wage poliey, capital requirements, automation and freedom, underdeveloped 
countries, and national defense. In each area, automation will have vast economic 
consequences, most of them favorable. In these areas the relationships between 
men and men and between men and things are to be profoundly affected by 
automation in the years to come. 

Finally, the advantages and disadvantages of automation are itemized and 
summarized neatly. The tithe of the last chapter is, “What is There to be Done?” 
The answer takes the form of a summary of the book. “What is to be done” calls 
for a changed attitude on the part of all economic groups; it involves new public, 
corporate, trade union, and individual policies; and it demands the development 
‘automation is bound 


of automation economics. All of this is necessary because 
to proceed sooner or later, whether we like it or not” (p. 85). We had best put 
our economic house in order. This is the fundamental message of the book. 
University of Oklahoma Len 


Monetary Policy in Continental Western Europe, 1954-1952. By Stephen Sher- 
win, Wisconsin Commerce Studies, Volume I], No. 2. Madison: University of 
Wisconsin, 1956. Pp. iv, SEL. SEAS, 

Dr. Stephen FF. Sherwin’s stylistically typical dissertation is a competent com- 
parative examination and evaluation of the monetary policies pursued by France, 
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Belgium, the Netherlands, Denmark, Germany and Italy between the end of 
World War II, when monetary chaos and excessive liquidity prevailed in these 
countries, and 1952, when everywhere either partial or complete monetary equilib- 
rium was restored. 

Although, as Sherwin rightly contends, similarity in the monetary situations 
of the countries at the end of the war “called for the pursuit of approximately 
identical monetary policies, namely, a drastic curtailment of liquidity,” his 
study reveals that the methods actually adopted by the different countries for 
absorbing the excess money supply varied. For their monetary policies were 
determined in large measure by the accepted economic theories of the govern- 
ments in power at the time and of the professional economists (Part I, “The 
Legacy of the War: Exeess Liquidity”). In general, in Belgium, Germany and 
the Netherlands, where the Conservatives and “free enterprisers’’ were strong, 
the excess liquidity was drastically reduced through curreney reforms; in Den- 
mark, where professional economic opinion was ‘“‘unduly influenced by early 
Keynesian doctrine” of cheap money and guaranteed full employment and was 
antagonistic to currency reform, a reform was only nominally enacted, without 
reducing liquidity, and in France and Italy, both right and left wing parties were 
for their selfish political reasons opposd to planned curreney reform, and “the 
political controversy [was] coupled with the opposition of the professional econo- 
mist” to a reduction in liquidity. As a result, adoption or rejection of the appro- 
priate monetary policies in dealing with excessive liquidity influenced the sub- 
sequent monetary developments and the eventual equilibrium situation of the 
countries. 

Because limitation of space does not permit adequate summarization of these 
developments, only a very erude generalization of the “conclusions” (Part V) of 
Sherwin’s careful empirical investigation of the monetary policies pursued by 
the six countries in dealing with the major economic problems with which they 
were faced in the early postwar years of “reconstruction and inflation” (Part, 
Tl), in “the recession” preceding the Korean confliet (Part TIL), and during the 
short eyele which started either with the devaluation in September 1949, or with 
the outbreak of the Korean war in June 1950 (Part IV) can be stated. His analysis 
shows that Belgium, Germany and the Netherlands, which pursued the most 
restrictive monetary policies, had the greatest relative success in coupling inter- 
nal price stability with equilibrium in the balance of payments, whereas in’ Den- 
mark, Franee and Italy the price and income levels were too high to permit a 
restoration of external equilibrium, 

Moreover, and this is of greatest significance, as a consequence of the suecess 
of Belgium’s and Germany's hard money policy, in particular, “the influences of 
What is generally referred to as Keynesianism” are waning. “There is,” as Sher- 
win states, “a general realization in all countries that interest rate savings, as 
the result of cheap money policies, are an insuflicient compensation for the evils 
of inflation, and that long run economie growth, in the absence of foreign aid, is 
dependent upon voluntary savings, for which a climate of ‘inancial confidence’ 
is an essential prerequisite. Whether such concepts are called bourgeois, conseryv- 
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ative, reactionary, or merely sound, they appear to contain more basic truths, 
and to be more deeply rooted in national characters than the theories of func- 
tional finanee and ‘New Economies’ which have attempted to supplant them.” 
Dr. Sherwin’s book fills a gap in the literature on postwar monetary recon- 
struction and development in Western Europe and deserves the attention of 
students of monetary and financial problems. ' 
Washington, DOC. Arruurn Leon Horntker 


An Earpenditure Var. By Nicholas Kaldor. New York: Macmillan Company, 

1956. Pp. 249. $3.25. 

Nicholas Kaldor’s work in Great Britain on the Royal Commission of Taxa- 
tion of Profits and Income led to this study. Although the short text is devoted 
primarily to an analysis of the British tax system, it is nevertheless interesting 
to Americans. Kaldor has a faculty for concise statement and careful array of 
argument Which adds to the quality of the study. 

Kaldor’s premise that an expenditure tax is feasible rests upon the subjective 
saerifice doctrine of taxation expounded by John Stuart Mill. He points out that 
many economists since Mill’s time, notably Marshall, Pigou and Keynes, also 
found value in an expenditure tax. Complex problems of administration led to 
their abandonment of the idea. However, a modern version of this tax theory 
could succeed, Kaldor believes, beeause of the vast administrative experience 
derived from the operation of the income tax. England's long record of income 
taxation, with tts attendant problems, has developed a taxpayer consciousness 
Which would considerably lessen the difficulties of administering an expenditure 
tax. The British system which entails much income information and tax payment 
at the income source would lend itself to the incorporation of such a tax. Amert- 


can techniques of self-assessment of income would not be as readily adaptable 
to Kaldor’s proposal. [le stresses that the inequity in income taxation under the 
heavily institutionalized system in Great Britain, as well as the problem of “in- 


come measuring,” could be greatly relieved by his plan. 

The first portion of the book deals with the distribution of the tax burden, the 
effeets of various types of taxation and the impact of taxation upon production 
and consumption. In this section WKaldor makes a plea for the inelusion of capital 
gains in the present British income tax strueture. He gives considerable atten- 
tion to the inequities of taxation resulting from the failure to tax short: term 
capital gains as well as long term gains. 

‘The seeond seetion of the work answers inquiries and anticipates objections 
relating to the technique of expenditure taxation, (even dealing with the prob- 
lem taxpayer who keeps his records in his head and conducts bis dealings in 
cash). 

The concluding chapter outlines in detail Noldar’s proposition to replace the 
British surtax with the expenditure tax, indieating his awareness that the transi- 
tion would not be easy. “Any attempt to replace it [the surtax| suddenly by an 
untried system, Whatever its potential merits, would be idealistic and impracti- 
eal...” But he insists that Great Britiin’s record of payment at the source has 
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created the framework for a successful levy of the expenditure tax. He proposes 
personal exemptions high enough to direct the expenditure tax against the tax- 
payer with the means to spend. It must be said that the author makes a con- 
vineing argument for his theory. 

Whether or not one agrees with Kaldor as to the ease of determining the di- 
minishing utility of wealth or income, this work has merit. Whether or not one 
agrees with his economic theories, the book is useful. It will serve students of 
economies, public finance and governmental accounting as a “refresher” on the 
British system of taxation and will also introduce them to a lucid argument in 
favor of a change in that system. This change which was considered impractical 
a hundred years ago does not, in the light of Kaldor’s exposition, appear so far- 
fetched today in an economic system such as Great Britain’s. 

University of Miami G. 


Ground Rent, Not Tares: The Natural Source of Revenue for the Government. By 
John C. Lincoln. Phoenix, Arizona: Exposition Press, 1957. Pp. 72. $2.50. 
This is another of those little “single tax”? books that lifts the reader with its 

passion for justice and depresses him with what is offered as argument. The dead 


horse of “natural rights’ is whipped with gusto by this man who has been a 
successful eleetrical engineer during his more than 70 years of adult life. One 
would have hoped that such a person would see that the “natural rights’? doe- 
trine of 200 years ago is as antiquated today as is the use of museles and tallow 
for power and light. “Natural rights” are, of course, not merely antiquated; they 
are, and in fact always have been, non-existent, except as the community has 
declared their existence in order to achieve, or advanee toward, certain social 
goals. At best, they have been only an author's notion of that which he approved. 
Being good in his eyes, they were ascribed to God or, meaning the same thing, 
to Nature. 

The simple and single fact that men are drafted to fight for the community is 
sufficient to show anyone who cares to see that the individual is, and must be, 
used as the society wishes. Certainly Mr. Lincoln never had a “natural right” 
to the electrical power which he helped to create. It was a social product. And 
when the 


” 


he has not been “fined for inereasing the wealth of the community 
society has taken for social purposes in the form of taxes a part of the social 
gain Which he had appropriated for himself, 

The author's myopia is also indicated by his failure to see that economic gains 
from land values are but a small part of the gains to individuals as a result of 
the growth of the community. The author hinself is a prize example of what he 
could not see, and, to mention but one group outside his vision, the buyers of 
stock from secondary holders have without doing a tap of work gained fabulously 
during the past sixty vears as compared with the idle holders of land. 

There are a few interesting references to land value taxation in Denmark, 
Western Canada, Pittsburg, and especially Australia, The comments on the 
latter consist of quotations from fe. J. Craigie, source not speeified. The data 
show, as anyone would expeet, that the lowering of taxes on improvements will 
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encourage building, eeteris paribus. We are not, however, given any assurance 
that ecteris parcbus applies here. Nor are we given so much as a hint as to the 
deterrent effect on land utilization of provisions for taxing the increase in land 
values. Single taxers most carefully avoid this point, and well they may, for 
undoubtedly both in agriculture and in building some production has been, and 
is being, carried on at a loss in wages and interest, and with a corresponding 
gain to consumers, because of the expectation of gains from the land. I made 
further comment on this point in a review of Barker’s, Henry George, in the 
January, 1956 issue of this Journal. 
Tulane University H. Gorpon Hayes 


Demographic Analysis: Selected Readings. Vdited by Joseph J. Spengler and Otis 
Dudley Duncan. Glencoe, Hlinois: The bree Press, 1957. Pp. xiii, 819. $9.50. 
‘This book is a companion volume to Population Theory and Policy by the same 

editors recently reviewed in this Journal. While the first volume was intended 
as a reference book on problems dealing with theory or policy, this volume is 
intended for use as a source book on methods of demographic research as exem- 
plified by carefully selected readings making use of the various types of popula- 
tion analysis. 

The research papers are divided into the following seven general areas: (1) 
Past and Prospective Growth and Distribution of World Population, (2) Morta- 
lity, (3) Fertility, Nuptuality, and Replacement, (4) International Distribution 
of Population and Migration, (5) Internal Distribution and Migration, (6) 
Population Composition and Utilization of Human Resources, (7) Selected 
Regional Studies. Hach of these general areas is covered by from three to six- 
teen papers. Sixty-three papers are included from fifty-three different authors. 
An extensive bibliography gives additional source material for each of the 
seven general areas covered in the volume. As in the first volume of this series 
the selections are carefully made and should be of significant assistance both to 
specialists in the field of demographic study and to the occasional person needing 
references on special points. 

‘The majority of the articles are basically statistical in their nature and will 
have limited interest for the general reader, but they will be very rewarding 
for the person looking for detailed information or the student interested in 
examples of different types of demographic research. For the general economist 
the first section will be most interesting because of its broad sweep of statistical 
material dealing with population growth. The Population Division of the United 
Nations has some interesting figures on current population of the various con- 
tinents and estimates for LYSO in the second article in the volume. The following 
article by Notestein on world population in the year 2000 should also be of 
general interest. Several of the articles, but particularly the one by Dorn, have 
some interesting analyses of the reasons for errors in past estimates. ‘The most 
embarrassing errors, of course, were associated with projections based upon the 
birth rate of the 1930's. Economists interested in the study of various areas of 
the world will find worthwhile studies of population trends for thirteen different 
countries in the final major section of the book. 


- 
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While the general economist will probably find this volume less interesting 
than the first one in the series, Population Theory and Policy, it should be a 
valuable reference book for the specialist in demographie problems and for the 
teacher who wishes to place in the hands of his students a volume illustrating 
the methods of carrying on research in population problems. The variation in 
size of type is a source of some irritation to a person who attempts to read 
straight through the book, but that is probably not the best way to use a refer- 
ence work of this type anyway. The selection of material has been well made, 
and the volume represents the high level of scholarship which economists knowing 
the editors would expect. 


University of Alabama R. Murray Havens 
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then remain sufficient time for full dis- 
cussion between the audience and the 
panel.) 
10:00 AM 
dustry in 1970 


Seminar C: The Textile In- 
Room 200 


Moderator: Bernard M. Olsen, North 
Carolina State College. 
1. International Markets, R. Buford 


Brandis, American Cotton Manufae- 
turers Institute. 

2. Technological Change, Clifford 
Clark, New York University. 

3. Wage and Structural Changes, Solomon 
Barkin, Textile Workers Union of 
America 

4. Cyelieal Influence, Thomas M. Stan- 
back, National Bureau of Meonomie 
Research 
(Note: Each speaker to be given 10 
minutes to develop his special sub- 
topie, after whieh full discussion from 
the floor is to be encournged.) 

10:00 A .M,—Seminar 1): Antitrust Panel 
Room 200 
Chairman: Clinton A. Phillips, Univer 
sity of Tennessee, 

1. The Antimerger Compaign and = the 
Trend of Monopoly, James Mekie, 
Vanderbilt University 
Toward a Working Concept of legal 
Monopoly, John P. Wileox, University 
of 

3. A Lawver Looks at Recent Antitrust 
Developments, H. Thomas Austern, 
Covington & Berling, Attorneys at 
Law 

4. Some Aspeets of Price Discrimination 
in the Automobile Industry, Clinton A. 
Phillips, University of ‘Tennessee 
(Note: Panel Participants have been 
asked to limit their opening remarks 
to lO minutes each, and to a rebuttal of 
5 minutes after all have spoken. [t is 
anticipated that there will then remain 
suffierent time for full discussion be 
tween the audience and the panel.) 

12:00 Noon Meeting of the Incoming and 
Qutgoing  ELxecutive Committees 
Room 213. 


te 


APPOINTMENTS AND KESIGNATIONS 


Catherine W. Abruzzi will be on leave from North Carolina State College dur- 


ing the second semester of the current academic year to pursue studies under a 


Ford Foundation grant, 


John TE. Allen, formerly at Pennsylvania State University, has been appointed 


assistant professor of economies and sociology at Southwestern Louisiana College, 


Ben bk. Alvord has been transferred from the Department of Agricultural Keo- 


nomics to the administrative staff of the Alabama Agricultural Experiment Sta- 


tion at Alabama Polytechnie Institute. He will continue to serve as professor 


of agricultural economics. 
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William H. Anderson has resigned his instructorship in accounting at the 
University of Florida to accept an appointment at Huntington College. 

John R. Bangs, formerly director of industrial and personnel relations at the 
Budd Company, Philadelphia, Pennsylvania, and previously professor of ad- 
ministrative engineering at Cornell University, has been appointed visiting 
professor of management, University of Florida. 

Maleolm Ogle Bane, Jr., has been appointed Ernest H. Abernethy fellow in 
southern industry at the University of North Carolina. 

Arnold L. Barrett has been appointed associate professor of economics at the 
University of Alabama. 

Gerald A. Barrett has been promoted to professor of business administration 
at the University of North Carolina. He participated in the Harvard Graduate 
School of Business Administration’s Summer Case Seminar Program under the 
sponsorship of the Ford Foundation. 

William R. Beaton, formerly with Ohio State University, has been appointed 
assistant professor of business administration at the College of Business Ad- 
ministration, University of Georgia. 

Herbert von Beekerath, formerly of Duke University and more recently from 
the University of Bonn, has been appointed special lecturer in economics at 
North Carolina for the current academic year, 

Mary Beeler, formerly instruetor in accounting at Louisiana State University, 
has accepted a position with Dow Chemical Corporation in Baton Rouge. 

Arthur Fk. Belote, formerly on the staff of the University of ‘Toledo, has been 
appointed interim instructor of management, University of Florida. 

James Amzi Bennett has been appointed assistant professor of business edu- 
‘ation at the Georgia State College of Business Administration. 

George James Benston has been appointed assistant professor of accounting 
at the Georgia State College of Business Administration. 

Dichlmann C. Bernhardt has accepted a position as instructor in accounting 
at Northeast Louisiana State College. 

Morris M. Blair, head of the department of management at the University 
of ‘Tulsa, retired June 1, 1957. : 

Russell L. Bliss has been appointed instructor in sociology at Alabama Poly- 
technic Institute. 

Kilen Boatright has been appointed instructor in seeretarial science at North- 
east Louisiana State College, 

Julian be. Bolton, Jr., has been appointed instructor in the School of Industrial 
Management, Georgia Institute of Technology, 

Joseph M. Bonin has been appointed instructor in economies at Louisiana 
State University. 

Mary Harley Bowdoin has been promoted to assistant professor and research 
associate in the Bureau of Business and Keonomic Research, Georgia State Col- 
lege of Business Administration, 

Roger L. Bowlby, formerly of the University of Texas, has been named in- 


structor in economics at Lowa State College. 
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Robert W. Bradbury, professor of economics, University of Florida, spent the 
summer with the Corps of Army Engineers studying port development in Florida. 
J. Herman Brasseaux has been appointed instructor in accounting at Louisi- 


ana State University. 

Francis J. Bridges has been promoted to associate professor of management 
at the Georgia State College of Business Administration. 

Luther A. Brock of Bridgeport, Texas, has been appointed assistant professor 
of business communications at Southwestern Louisiana Institute. 

Robert Kevin Brown has been promoted to associate professor in the Depart- 
ment of Insurance, Real Estate and Law at Georgia State College of Business 
Administration. 

Walter S. Buckingham, Jr., has been promoted to professor of economics in 
the School of Industrial Management, Georgia Institute of Technology. 

Paul W. Burnam, head of the Accounting Department at Southwestern Loui- 
siana Institute, was on leave for the summer session working on his doctor’s 
dissertation at the University of Alabara. 

Richard Buskirk, assistant professor of marketing at the University of Okla- 
homa, has resigned to aceept a similar position at the University of Colorado. 

James bk. Caldwell has been appointed instructor in business administration 
at Louisiana State University, 

Richard P. Cathoon, professor of personnel management at the University of 
North Carolina, spent the summer as a staff member of the Behavioral Seience 
Research Program at the University of New Mexico’s Air Force Office of Scien- 
tifie Research, 

Robert W. Carney has been appointed associate professor of business adminis- 
tration at the Sehool of Business Administration, Emory University. 

Clyde C. Carter has been promoted to professor of business law in the School 
of Business Administration, University of North Carolina. 

Robert Lamar Chaffin, assistant professor of economies at Georgia State 
College of Business Administration, is on leave of absence for 1957-58 to com- 
plete work on the doctorate at the University of Chicago, 

John Mills Champion, assistant professor of management at Georgia State 
College of Business Administration, is on leave of absence for 1957 58 to work 
on his doctorate at Purdue University. 

James Emory Chapman has been promoted to associate professor and chair- 
man of the Department of Management, Georgia State College of Business Ad- 
ministration. 

Clifford DP. Clark has resigned as assistant professor of economics at North 
Carolina State College to accept a position at New York University. 

John be. Clayton has been promoted to associate professor of economics at 
Georgia State College of Business Administration. 

Avery B. Cohan, formerly teaching fellow at the Harvard University Graduate 
School of Business Administration, has been appointed lecturer in’ business 
administration in the School of Business Administration, University of North 
Carolina. 

Marshall R. Colberg, professor of economics at Florida State University, was 
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a participant in the Political Keonomy Conference at the Uuiversity of North 
Carolina in June 1957. 

A. J. Cooper is on leave of absence for the current academie year from the 
School of Industrial Management, Georgia Institute of Management, to work 
on his doctorate. 

Patricia M. Cornelius has been promoted from field representative to price 
economist with the Southern Regional Office of the U.S. Bureau of Labor Sta- 
tistics, 

Arnold Eugene Crotty has been appointed instruetor in the School of Indus- 
trial Management, Georgia Institute of Technology. 

Donald M. Cruse has been promoted from field representative to labor econo- 
mist with the Southern Regional Office of the U.S. Bureau of Labor Statistics. 

William Aubrey Cuff, formerly with the Athens-Clarke County Board of ledu- 
‘ation, has been appointed assistant professor of secretarial studies at the Col- 
lege of Business Administration, University of Georgia. 

Alfred G. Dale, of the University of Texas, has been awarded a predoctoral 
fellowship in business administration by the Ford Foundation for the 1957-58 
academic year. 

R. L. Day is on leave of absence for the current academic year from the School 
of Industrial Management, Georgia Institute of ‘Technology, to work on his 
doctorate. 

William Hl. Day, formerly of Ohio State University, has become a staff member 
of the College of Business Administration, University of ‘Tulsa. 

WP. Dillingham has been promoted to professor of economics, Florida State 
University. 

Robert Dinman has resumed his position as professor of accounting, Univer- 
sity of Florida, after spending a year at the University of Ceylon on a Fulbright 

CoH. Donovan, head of the Department of Heonomies, University of Florida, 
spent several weeks during the summer of 1957 attending the seventh annual 
forum on finance in New York and the Foundation for Meonomie Iducation 
Seminar. 

Norman X. Dressel has been promoted to associate professor of accounting: at 
Georgia State College of Business Administration, 

lL. Aubrey Drewry, Jr, formerly of the University of Virginia, has been ap- 
pointed instructor of Ceonomics at North Carolina State College, 

Ndgar S. Dunn, Jr, has resumed his work as associate professor of economies, 
University of Florida, after spending a year on the staff of Resources for the Pu- 
ture, Washington, D.C. 

kT. Ryggers, assistant professor of management at Georgian State College of 
Business Adinuinistration, is on leave of absence for the fall quarter, 1958, to 
complete his doctoral dissertation at Indiana University. 

Burton N. Blam, associate professor of business administration at Southwest- 
ern Louisiana Institute, was on leave for the summer session teaching at Roose 
velt College. 

Hulda Krath, head of the Department of Secretarial Science at Southwestern 
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Louisiana Institute, was on leave for the summer session to study at the Uni- 
versity of Indiana. 

RK. B. Butsler, professor of economics, University of Florida, served during 
the summer of 1957 as consultant on the staff of Public Utility Reports, Wash- 
ington, D.C. 

Nelson Francis Farrel has received an appointment as teaching fellow in eco- 
nomies at the University of North Carolina. 

Rashi Fein, assistant professor of economics at the University of North Caro- 
lina, served as director, Research Project on Eeonomices of Mental [lness, Joint 
Commission on Mental [lness and Health, in Cambridge, Massachusetts, during 
the summer of 1957. 

Wallace ‘T. Ferrier retired on June 30 as agricultural economist at Clemson 
College. 

William A. Feuillan has been appointed special lecturer in marketing at Loy- 
ola University of the South. 

J. Boyd Flynn has been appointed assistant professor in the School of Business 
Administration, University of North Carolina. 

Robert A. Ford, formerly at the University of Alabama, has been appointed 
head of the Department of Finance in the College of Commerce, Southwestern 
Louisiana Institute, 

W. M. Fox has been promoted to associate professor of industrial relations 
and management, University of Florida. 

Wm. J. Frazer, Jr, formerly economist with the Federal Research Bank of 


New York, has been appointed assistant professor of finance, University of 


Plorida, 

Gordon Samuel Fyfe, assistant professor of marketing at the University of 
North Carolina, is on leave during the year 1957-58 to continue his doctoral 
studies at Syracuse University. 

M. Mason Gaffney is on leave from North Carolina State College during the 
current academic year while working on a Ford Foundation Faculty grant. 

William P. Glade, formerly of the University of Texas, has been named in- 
structor in economies at the University of Maryland. 

Robert L. Glover, who recently received his M.S. degree from Alabama Poly- 
technic Institute, has joined the Agricultural Economies staff on a temporary 
basis as assistant in agricultural economies. 

Michael A. Gomez, LLL, instructor in economies at Oklahoma State University, 
has resigned to accept an appoimtment as special instructor in economies at Ohio 
State University. 

Frank Goodwin, professor of marketing, University of Florida, served as a 
consultant for the summer of 1957 with the U.S. Navy Department in the devel- 
opment of a new recruitment program. 

Robert Karl Green has been appointed assistant professor in the School of 
Industrial Management, Georgia Institute of Technology. 

Newel! B. Ham has resigned as instruetor of economics at North Carolina State 
College. 

Herbert A. Hamilton, dean of the College of Commerce at Southwestern Loui- 


. 
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siana Institute, was on leave for the summer session teaching at New York Uni- 
versity. 

William Rogers Hammond has been promoted to professor and associate dean, 
School of Business Administration, Georgia State College of Business Adminis- 
tration. 

Albert Harum has been appointed instructor in the Department of Business 
Law at the University of Miami School of Business. 

Irene Hasenberg has been appointed part-time instructor in the Department 
of Keonomies and Business Administration at Duke University. 

Rexford Hauser, formerly of Louisiana State University, has been appointed 
assistant professor of accounting at Southwestern Louisiana Institute. 

Milton S. Heath has received a Ford Foundation Faculty Research Fellowship 
in Business Administration and Economies for the year 1957-1958 to study the 
dynamics of the textile industry and is on leave from the University of North 
Carolina from September 1, 1957 until August 31, 1958, 

James Mdward Hibdon has been promoted to associate professor of economies 
at Georgia State College of Business Administration. 

Joseph W. Hines has been promoted from field representative to statistician 
(economics) with the Southern Regional Office of the U.S. Bureau of Labor 
Statistics, 

Hl. ke. Hipp has been promoted to assistant professor of insurance and business 
law, University of Mexico. 

Albert Hirsch has been appointed part-time instruetor in the Department of 
Keonomics and Business Administration at Duke University. 

Jacqueline Hodgson has resigned as instructor of economics, University of 
Florida, to accept a position at the University of Mexico, 

Hiram J. Honea, assistant professor of economics at Georgia State College of 
Business Administration, is on leave of absence for 1957 58 to commence work 
on his doctorate at the University of [linois. 

William Howard, who served as consultant with Hercules Power Company 
during the summer of 1957, has been promoted to professor of insurance, Uni- 
versity of Florida. 

James M. Hund has been appointed associate professor of business adminis- 
tration in the School of Business Administration, Mmory University. 

Frank HH. Jackson, assistant professor of economies at Florida State University, 
aitended the KMeonomies-in-Action Program at Case Institute of ‘Technology 
during the summer of 1957. 

Dell Bo Johannesen, formerly of the University of North Carolina, has been 
appointed instructor of economics at North Carolina State College. 

Matthew H. Jonas, instructor in economies at the University of Texas, was 
awarded a fellowship by the Foundation for Meonomie Education with Western 
Electric Co. for the summer of 1957. 

Claire F. Jones has resigned as assistant in agricultural economics at the Ala- 
bara Polytechnic Institute, 

Owen Kern, formerly of Michigan State University, has been appointed in- 
structor in business law at Louisiana State University. 


| 
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Wylie Kilpatrick has resumed his position as research professor on the staff 
of the Bureau of Keonomic and Business Research, University of Florida, after 
spending the past year as executive secretary for the Florida Citizens Tax Coun- 


Traly B. Kineey has been appoimted assistant professor of economics and 
business administration at Alabama Polytechnic Institute. 

James Knox has been appointed assistant to the dean and lecturer in business 
administration at the School of Business Administration, Emory University. 

Paul Koefod, associate professor of economics, University of Florida, was a 
participant in the conference on Pree Enterprise, Freedom, and the Good Society, 
University of North Carolina, in June 1957. 

Robert Kyvam, formerly at Louisiana State University, has been appointed 
assistant professor of accounting at Michigan State University. 

Harold Q. Langenderfer, associate professor of accounting and assistant dean 
of the School of Business Administration at the University of North Carolina, 
participated in the lk. b. du Pont de Nemours & Company Educators’ Conference 
in the summer of 1957, 

Roy L. Lassiter has been promoted to assistant professor of economies, Uni- 
versity of Florida. He also spent several weeks during the past summer on a 
Business Exchange Fellowship with the Florida Power Company. 

Harriet DL Law has been promoted to price economist with the Southern 

tegional Office of the US. Bureau of Labor Statistics. 

Hugh Law, formerly at Louisiona State University, has accepted a position 
as tstructor in economics at California State Polytechnie College. 

Marlin V. Law is on leave of absence for the current academic year from the 
Sehool of Industrial Management, Georgia Inetitute of Technology, to work on 
his doctorate. 

James Hutton Lemly has been promoted to professor and chairman of the 
Department of “Pransportation and Publie Utilities, Georgia State College of 
Business Administration, 

Oscar Lentz is now professor of economies at Henderson State Teachers College 
(Arkitsas). 

Osear J. Lewis has been promoted to associate professor of accounting at Wake 
Forest College, 

Alton Bo Parker Liles has been promoted to professor and chairman of the 
Department of Business Mdueation, Georgia State College of Business Adminis- 
tration. 

Bi. Lindsey has been promoted to assistant professor of business education, 
Georgia State College of Business Administration. 

Mildred MeArthur has accepted an instructorship in secretarial science at 
Northeast Loutsiana State College. 

Klzy Vo MeCollough has been promoted to associate professor of accounting 
at Louisiana State University. 

Robert MeGough has been appointed instructor of real estate, University of 
Hlorida. 
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James H. MeLean has resigned as assistant professor of accounting at Georgia 
State College of Business Administration. 

Lawrence Fo Mansfield, formerly of the University of ‘Tennessee, has been 
appointed assistant professor of economics at Florida State University. 

Fr. Ray Marshall has been appointed associate professor of economics at Loui- 


siana State University. 

Willis W. Marshall, who recently received his M.S. degree from Alabama Poly- 
technic Institute, has joined the Agricultural Heonomics stall as assistant agri- 
cultural econoriist. 

Mildred Jane Martin has been appointed assistant professor of business edu- 
cation at Georgia State College of Business Administration, 

‘Thomas A. Martinsek has resigned as instructor of economics at North Caro- 
lina State College to accept a position at Montana State University. 

C. Arnold Matthews, professor of finance, University of Florida, was a partie 
pant at the Seminar on Monetary and Credit Poliey sponsored by the Social 
Seience Research Couneil in cooperation with the Federal Reserve Board during 
the summer of 1957. 

Williams M. Merrill has resigned as associate professor of economics at Creorgia 
State College of Business Administration. 

Michael Howard Mescon has been promoted to associate professor of manage- 
ment, Georgia State College of Business Administration. 

John Co Mettler, assistant professor of business administration, The Citadel, 
had leave of absence for the summer to pursue the completion of his Ph.D. 
degree at Clark University. 

Catherine BE. Miles has been promoted to associate professor and chairman 
of the Department of Accounting, Georgia State College of Business Administra- 
tion. 

Margaret Newberry, instructor in secretarial science at) Louisiana State Uni 
versity, Was on sabbatieal leave for the summer to do graduate work at) New 
York University. 

Paul bk. Newey has been appointed lecturer in business administration at the 
School of Business Administration, Emory University. 

Ernest William Ogram has been appointed assistant professor of economics 
at Georgia State College of Business Administration, 

Clifton Oliver, Jr, has been promoted to associate professor of personnel 
management, University of Florida. He will be on leave of absence during the 
year 1957 5S connected with the Personnel Training Department of WoT. Garant 
& Company. 

Stephen Paranka has been promoted to associate professor of marketing at 
Georgia State College of Business Administration. 

Martha K. Parker has returned to her position at Southern University after a 
leave of absence. 

A.W. Patrick has resigned as associate professor of accounting at Georgia 
State College of Business Administration. 

William S. Patrick has been appointed assistant professor and assistant guid- 
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ance director, School of Business Administration, Georgia State College of Busi- 
ness Administration. 

Ernest Ff. Patterson, formerly of the University of Alabama, has been ap- 
pointed associate professor of economics and business administration at David- 
son College. 

Leonard K. Peet has resigned as assistant director of guidance, Schoo! of 
Business Administration, Georgia State College of Business Administration. 

John bk. Perkins has been appointed associate professor of economics at Arling- 
ton State College in Texas. 

Robert Pettengill, formerly of the University of Southern California and visit- 
ing professor at the University of Puerto Rico, has accepted the position of 
professor of economies at Rollins College. 

Clarence I. Philbrook, professor of economies at the University of North 
Carolina, attended the meeting of the Mont Pelerin Society in Saint Moritz, 
Switzerland, in August 1957. 

Gerald Pittman has returned to his position as assistant agricultural economist 
at Clemson College after nine months as a graduate student at Pennsylvania 
State University. 

Deake C. Porter, assistant professor of economics at Georgia State College of 
Business Administration, is on leave of absence at Yale University to complete 
work on his doctoral dissertation. 

M.L. Pye has resigned from the University of Florida to accept a position in 
the Accounting Department of the Bethlehem Steel Company. 

LL. Qualls has been promoted to associate professor of economics, University 
of Florida, 

Charles M. Ramsey has been promoted to professor of economics at Wake 
Forest College. 

DD. 1. Ray, associate professor of accounting, University of Florida, served 
on the staff of the Government Accounting Office, Washington, D. C., during 
the sumuner of 1957. 

Isane Newton Reynolds has been promoted to assistant professor of account- 
ing in the School of Business Administration of the University of North Caro- 
lin. 

Raymond W. Ritland has been appointed associate professor of economics at 
Alabama Polytechnic Institute. 

J.G. Richardson, who served as lecturer at the School of Banking, Louisiana 
State University, during June 1957, has been promoted to associate professor of 
finanee, University of Florida, 

Alan L. Ritter has been promoted to associate professor of business adminis- 
tration at the School of Business Administration, Emory University. 

M. J. Roberts, who was on leave of absence at Michigan State University in 
1957 5S, has resumed his position as professor of transportation economics, 
University of Florida. 

Warren Rose has been appointed part-time instructor in accounting at the 


University of North Carolina, 


NOTES 245 


Richard Lamar Rowan has received an appointment as teaching fellow in 
economics at the University of North Carolina. 

Alton G. Sadler, associate professor of accounting at the University of North 
Carolina, served as consultant to the Office of Staff Management, U.S. General 
Accounting Office in Washington, D. C. during the summer of 1957. 

Alfred L. Seelye, formerly professor of marketing in the College of Business 
Administration, University of Texas, has been appointed dean of the College of 
Business and Public Service at Michigan State University. 

S. W. Shaw, formerly assistant professor of marketing, University of Florida, 
has been appointed associate professor of marketing at the University of South 
Carolina. 

Ching-Sheng Shen, formerly of Elon College, has been appointed assistant 
professor of economics at North Carolina State College. 

Vergil A. Shipley has been appointed visiting lecturer in the Department of 
Government at the University of Miami School of Business. 

Alex J. Simon has been appointed assistant professor of business management 
at the University of Oklahoma. 

h. M. Simpson, visiting professor of agricultural economies at Clemson Col- 
lege, retired on June 30. 

Elizabeth Sorbet, formerly at Louisiana State University, has accepted a 
position as assistant professor of business administration at Mississippi Southern 
College. 

Corydon P. Spruill has returned to full-time duties as professor of economies 
after having served as dean of the faculty of the University of North Carolina 
for the past three years. 

Henry B. Stelle, who recently received the Ph.D. degree at the Massachusetts 
Institute of Technology, has been appointed assistant professor of economics 
at the Rice Institute. 

Howard Stelle has been promoted to associate agricultural economist at Clem- 
son College. 

Philip B. Stockton, formerly an analyst with Brown Brothers, Harriman and 
Company in New York, has become an assistant professor of business adminis- 
tration at The Citadel. 

Bernard H. Strasser has been appointed part-time instructor in the Depart- 
ment of Eeonomies and Business Administration at Duke University. 

V.V. Sweeney, professor of insurance, University of Florida, served as leeturer 
on the staff of the School for Insurance Agents sponsored by the National Asso- 
elation of Mutual Insurance Agents and the University of North Carolina during 
the summer of 1957. 

William A. Terrill, associate professor of accounting at the University of 
North Carolina, participated in the Faculty Seminar in New Developments in 
Business Administration held at Williams College during the summer of 1957 
under the joint sponsorship of Carnegie Institute of Technology’s School of 
Industrial Administration and the Ford Foundation. 

Henry Thomassen has resigned as assistant professor of business administra- 
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tion to accept a position as assistant economist with the Prudential Insurance 
Company of America. 

Kenneth M. ‘Thompson, formerly at Louisiana State University, has accepted 
& position as lecturer in industrial relations at the University of California in 
Los Angeles. 

Walter F. Thompson, tormerly of the University of Delaware, has been ap- 
pointed professor of economies and business administration at Davidson College. 

Edsel Thrash, instructor in economics at Louisiana State University, has ac- 
cepted a position as director of alumni at that institution. 

George P. Torrence has retired as professor of business edministration at the 
School of Business Administration, Emory University. 

Ralph N. ‘Traxler has been appointed assistant professor of business adminis- 
tration at the School of Business Administration, Emory University. 

Lyle ‘Trueblood, assistant professor of management, has been appointed acting 
head of the Department of Management at the University of Tulsa. 

Jack L. Turner has resigned as assistant agricultural economist from the 
Department of Agricultural Eeonomics at Alabama Polytechnic Institute to 
accept employment in the Department of Horticulture at the same institution. 

Zenobia Elizabeth Tye has been promoted to associate professor of business 
education at Georgia State College of Business Administration. 

Maurice A. Unger, formerly on the staff of the University of Massachusetts, 
has been appoimted associate professor of business law, University of Florida. 

Julius W. Waits has aecepted a position as assistant professor of business ad- 
ministration at Centenary College. 

Claude Walker, formerly at the University of Hawa, has accepted a position 
as professor of marketing at Loyola University of the South. 

W. Weeech has been appointed interim instructor of marketing, University of 
Florida, 

John DD. Wells, of the University of Texas, has been awarded a predoctoral 
fellowship in business administration by the Ford Foundation for the 1957-58 
academic year. 

William H. Wells has been promoted from statistician to assistant professor 
and statistician in the Bureau of Business and Keonomie Research, Georgia 
State College of Business Administration, 

Barton A. Westerlund, associate professor of marketing at the University of 
Miami School of Business, has been granted a leave of absence for the academic 
year 1957 58 to pursue doctoral work at the University of Arkansas, 

Othel D. Westfall, professor of accounting at the University of Oklahoma, ha= 
been made David Ross Boyd professor of accounting. 

Arthur M. Whitehill, Jr., has been promoted to Reynolds professor of human 
relations in industry in the School of Business Administration, University of 
North Carolina. He is on leave during 1957-1958 to leeture in Japan on a Ful- 
bright award. 

Leland C. Whetton has been promoted to associate professor of accounting 
at Georgia State College of Business Administration. 
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Charles A. Williams has been appointed associate professor of transportation 
and public utilities at Georgia State College of Business Administration. 

Thomas Lemont Williams has resigned as assistant professro in the College of 
Business Administration, University of Georgia, to accept a position with the 
Athens-Clarke County Board of Education. 

Albert E. Wood has accepted a position in the School of Business at Southern 
University. 

Sadie Young has retired from her position as professor of economies at Florida 
State University. 

June Zaccone has been appointed part-time instructor im economies at the 
University of North Carolina. 

Howard A. Zacur, professor of accounting at the University of Miami, has 
been made assistant dean in charge of graduate studies in the School of Business 
Administration. 


NEW MEMBEKS 


The following names have been added to the menibership of the Southern 
Keonomic Association: Herbert J. Bickel, P.O. Box 1612, Shreveport, La. John 
ht. Cooper, 212 Edgewood Ave., Clemson, S.C. Frank M. Dunbaugh, University 
of Miami, Coral Gables, Fla. Algin B. King, College of William and Mary, 
Williamsburg, Va. John C. Murdock, University of Missouri, Columbia, Mo. 
hi. Sorbet, Mississippi Southern College, Hattiesburg, Miss. 
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Abrahamsen, Martin A. and Scroggs, Claud L. (eds). Agricultural Cooperation: 
Selected Readings. Minneapolis, Minn.: University of Minnesota Press, 1957. 
Pp. xiv, 576. $7.50. 

Adler, Solomon. The Chinese Economy. New York: Monthly Review Press, 1957. 
Pp. xi, 276. $5.00. 

Allen, G. ©. and Donnithorne, Audrey G. Western Enterprise in Indonesia and 
Malaya: A Study in Keonomic Development. New York: Macmillan Company, 
1957. Pp. S21. $5.75. 

Becker, Gary 5. The Eeonomics of Diserimination: An Economic View of Racial 
lriserimination. Chicago, Ul.: University of Chicago Press, 1957. Pp. ix, 137. 
$3.50. 

Behrman, Jack N. and Schmidt, Wilson BE. /nternational Economics: Theory, 
Practice, Policy. New York: Rinehart and Company, 1957. Pp. xxv, 561. 
$6.50. 

Blank, David M. and Stigler, George J. The Demand and Supply of Scientific 
Personnel, New York: National Bureau of Keonomic Research, 1957. Pp. xix, 
200. $1.00. 

Board of Governors of the Federal Reserve System. Consumer Instalment Credit: 
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Printing Offiee, 1957. Pp. xu, 151. Paper, 60¢. 

Brown, Lyndon ©. and others. Advertising Media: Creative Planning in Media 
Selection. New York: Ronald Press Company, 1957. Pp. vii, 395. $7.50. 

Bushaw, W. and Clower, Ro W. /ntroduction to Mathematical Keonomics. 
Homewood, Hl: Richard Trewin, 1957. Pp. xit, 445. $7.00. 

Clark, John Bates. The Distribution of Wealth: A Theory of Wages, Interest and 
Profits. New York: Welley & Millman, 1956. Pp. xxviii, 445. $8.50. 

Colberg, Marshall Ro, Bradford, William C. and Alt, Richard M. Business 
Keonomics: Principles and Cases. Rey. Homewood, Richard D. Irwin, 
1057. Pp. x, 587. S695. 

Danderkar, Vo M. and WKhudanpur, G. J. Working of Bombay Tenancy Act, 
1948: Report of Investigation. Puna, India, 1957 Pp. xii, 194. Paper, Rs. $7.50. 

Davis, Ralph Currier. Jndustrial Organization and Management. 3rd ed. New 
York: Harper & Brothers, 1957. Pp. xix, 953. $8.25, 

Domar, Evsey DD. Essays in the Theory of Feonomie Growth. New York: Oxford 
University Press, 1057. Pp. ix, 272. $4.50. 

Drucker, Peter F. America’s Next Twenty Years. New York: Harper and Brothers, 
1057. Pp. $2.00. 

Dunlop, John ‘TP. The Theory of Wage Determination. New York: St. Martin’s 
Press, 1057. Pp. xv, 457. $7.50. 

Fetter, Frank Whitson (ed.). The Economie Writings of Francis Horner im the 
Edinburgh Renew, 1802 6. New York: Kelley & Millman, 1957. Pp. vii, 134. 
$3.00. 
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Friedman, Milton. A Theory of the Consumption Function. Princeton, N. J.: 
Princeton University Press, 1957. Pp. xvi, 259. $4.75. 

Gilbert, Milton and Stone, Richard (eds). /ncome & Wealth. Series V1. London: 
Bowes & Bowes, 1957. Pp. xiii, 506. $42, 

Gitlow, A. L. Labor Economics and Industrial Relations. Womewood, Ul: Richard 
DD. Irwin, 1957. Pp. xi, 724. $6.75. 

Greenwald, Dakota Ulrich. Linear Programming: An Explanation of the Simplex 
Algorithm. New York: Ronald Press Company, 1057. Pp. vii, 75. $3.00. 

Guthrie, John A. Keonomies. Homewood, Hl: Richard D. Irwin, 1957. Pp. xvii, 
537. $6.00. 

Hamilton, Walton. The Polities of Industry. New York: Alfred A. Knotf, 1957. 
Pp. ix, 169. $3.50. 

Hansen, Alvin H. The American Economy. New York: McGraw-Hill Book Co., 

1957. Pp. xv, 199. $5.00. 

Hunt, RON. Carnew. The Theory and Practice of Communism: An Introduction. 
Sth ed. New York: Macmillan Company, 1957. Pp. x, 286. $4.00. 

Irons, Watrous Hl. and Bellemore, Douglas H. Commerical Credit and Collection 
Practice. 2nd ed. New York: Ronald Press Company, 1957. Pp. vi, 784. $6.75. 

Jome, Hiram L. Principles of Money and Banking. Nomewood, Richard D. 
Irwin, 1957. Pp. xix, 622. $6.50. 

houcks, William N. Comparative Economie Systems. Sth ed. New York: Harper & 
Brothers, 1957. Pp. xiv, 862. $6.50. 

Maclean, Joseph B. Life Insurance. 8th ed. New York: McGraw-Hill Book Com 
pany, 1957. Pp. xi, 558. $6.50. 

Meier, Gerald M. and Baldwin, Robert M. Keonomic Development: Theory, 
History, Policy. New York: John Wiley & Sons, 1957. Pp. xix, 588. $8.50. 
Meyer, John Ro and Kuh, Edwin. The Investment Decision: An Empirical Study. 

Cambridge, Mass.: Harvard University Press, 1957. Pp. xv, 284. $6.00. 

Nemmers, Erwin Esser. Hobson and UU nderconsumption. New York: Kelley & 
Millman, 1056. Pp. ix, 152. $4.50. 

Oaks, Clinton L. Managing Suburban Branches of Department Stores. Stantord, 
Calif.: Stanford University, 1957. Pp. v, 89. $2.50. 

Oliveerona, Karl. The Problem of the Monetary Unit. New York: Macmillan Com 
pany, 1957. Pp. 185. $3.00. 

Oxenfeldt, Alfred R. Keonomic Systems in Action: The United States, The Soviet 
Union, The United Kingdom. Rey. ed. New York: Rinehart & Company, 1957 
Pp. xiv, 207. Paper, $2.35. 

Peck, H. Austin. /nternational Economies. New York: Thomas Y. Crowell Com. 
pany, 1957. Pp. x, 461. $6.00. 

Prather, Charles L. Money and Banking. 6th ed. Homewood, Ll: Richard D. 
Irwin, 1957. Pp. xvi, 650. $6.50. 

Richmond, Samuel B. P’rineiples of Statistical Analysis. New York: Ronald Press 
Company, 1957. Pp. xi, 491. $6.50. 

Robertson, Heetor Menteith. South Africas Keonome and Political Aspects. 
Durham, N. C.: Duke University Press, 1957. Pp. x, 192. $3.50. 
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Rosenzweig, James bk. The Demand for Aluminum: A Case Study im Long Range 
Forecasting. Urbana, Ul.: Bureau of Economic Research, University of Tlli- 
now, 1957. Pp. 67. Paper, $1.00. 

St. Clair, Oswald. A Key to Ricardo. New York: Kelley & Millman, 1957. Pp. 
xxv, 364. $6.00. 

Schultz, Henry. The Theory and Measurement of Demand. Chicago, Ul.: Univer- 
sity of Chieago Press, 1937. Pp. xxix, 817. $12.50. 

Stark, Harry. Modern Latin America. Coral Gables, Fla.: University of Miami 
Press, 1957. Pp. 321. $3.00. 

Stein, Stanley J. The Brazilian Cotton Manufacture: Textile Enterprise m an 
Underdeveluped Area, 1850-1950. Cambridge, Mass.: Harvard University 
Press, 1957. Pp. xii, 273. $5.00. 

Soule, George and Carosso, Vincent P. American Economic History. New York: 
Dryden Press, 1957. Pp. xvi, 654. $6.00. 

Sultan, Paul. Labor Economics New York: Henry Holt and Company, 1957 . 
Pp. xii, 580. $6.50. 

Terrien, J. and others. Laght, Vegetation and Chlorophyll. New York: Philosophi- 
eal Library, 1057. Pp. 228. $6.00. 

‘Tosdal, Harry R. /ntroduction to Sales Management. 4th ed. New York: MeGraw- 
Hill Book Company, 1957. Pp. xiii, 866. $8.50. 

Triffin, Robert. Kurope and the Money Muddle. New Haven: Yale University 
Press, 1957. Pp. xxvii, 351. $5.00. 

Troelstrup, Arch W. Consumer Problems and Personal Finance. 2nd ed. New 
York: MeGraw-Hill Book Co., 1957. Pp. xvii, 511. $6.00. 

Umbreit, Myron H. and others. Keonomics: An Introductwon to Principles and 
Problems. 3rd ed. New York: MeGraw-Hill Book Company, 1957. Pp. xiv, 
637. $6.00. 

United Nations. Statistical Yearbook, 1956. New York: Columbia University 
Press, 1057. Pp. 646. $7.50. 

Ward, Barbara. The Interplay of Kast and West: Points of Conflict and Co-opera- 
tion. New York: W. W. Norton & Company, 1957. Pp. 152. $3.50. 

Woodward, George M. Commercial Fisheries of North Carolina: An Economic 

Analysis. Chapel Hill, N. C.: Bureau of Business Services and Research, School 
of Business Administration, University of North Carolina, 1957. Pp. ix, 153. 
Paper, $2.00. 

Woofter, Thomas J. Southern Race Progress: The Wavering Color Line. Washing- 
ton, D. C.: Publie Affairs Press, 1957. Pp. xii, 180. $3.50. 

Wright, David MeCord (ed.). The Impact of The Labor Union: Eight Economic 
Theorists Evaluate the Labor Union Movement. New York: Kelley & Millman, 
1956. Pp. ix, 405. $5.00. 
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New and Recent Irwin Texts 


BUSINESS ECONOMICS Revised Edition 
Principles and Cases 


By R. Corners, Florida State niwersty, C. Bravrorp, 
Northwestern, University, and Ricnarp M. Aut, New England Mutual Life 
Insurance Company 


The new Revised Edition of this popular and widely adopted text has been so com- 
pletely rewritten that it is virtually a new book. New subjects have been added and 
other subjects are taken up in greater detail. An effort has been made to eliminate 
“social economics” and to concentrate on economies of the firm. 


LABOR ECONOMICS AND INDUSTRIAL RELATIONS 
By AnnanamM Leo Grrtow, New York Unaiwersity 


This new basic text for courses in labor economies provides a balanced and compre- 
hensive treatment of the labor economics and industrial relations field. The text ma- 
terial is up to date, readable, and has been written to arouse and maintain student 
interest. The latest pertinent research materials are included. 


MONEY AND BANKING Sirth Edition 


By Cuances Prarnen, (niversity of Teras 


The most recent developments in money and banking theory and practice are reflected 
in the new Sixth Edition of this widely used text. There has been some reorganization 
of chapters and material within chapters in order to improve clarity and teachability, 
Emphasis throughout is on current problems. 


THE AMERICAN ECONOMY 
Principles. Practices. and Policies 

By Lowen. Harriss, Columtna Unversity 
This widely-adopted basic text for mtroductory economics provides a skillful blend of 
description, analysis, and theory. The style of writing is clear and concise; the approach 


is interesting and understandable so that student interest is aroused and maintained. 
Diseussion and essay questions are included as part of the text itself, 
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Publishers for The American Economic Association 


RICHARD D. IRWIN, INC. Homewood, Ilinois 


When you write t) our advertiaers, please mention The Southern Eeonomi Journal 


fairhope, 1894-1954 


the story of a single tax colony 


the challenging study of a social experiment in Alabama, 


a colony founded to test the economic theories of Henry 


Ceorge. 


by Paul E. and Blanche R. Alyea 


xiv, 352 pp. 


tva: the first twenty 
years a staff report 


seventeen authors, administra- 
tive heads of TVA, present the 
complete picture of the Authority 


since its beginning. 


edited by Roscoe C. Martin 


published in co-operation with the 
University of Tennessee Press. 


xiv, 282 pp. Price $4.50 


Drawer 2877 


railroads in Alabama 
politics 18 75-1914 


x, 273 pp. 


UNIVERSITY OF ALABAMA PRESS 


a searching investigation of the 
battle precipitated by Alabama 
governor Braxton Bragg Comer 
to gain state control of railroads. 


University of Alabama Studies, 
No. 12 


by James F. Doster 


cloth 35.00 
paper $4.00 


University, Alabama 


When you write to our advertisers, please mention The Southern Economic Journal 


Price $4.50 


TWO WIDELY USED BOOKS YOU WILL 
WANT TO CONSIDER ... 


Money and Banking 
By EUGENE S. KLISE, Ph.D. 


Here is a Jong-needed book with a fresh approach. [tis written in 
a clear and Jucid manner by an author with broad professional 
training and practices! financial and business experience. It there 
fore provides a rich treatment of theory with practical applications. 
The historical and institutional background prepares the student 
for the study of theory and current problems. The understanding 
of theory prepares the student for a better understanding of prac- 
tical applications. The illustrations of practices help the student to 
understand theory. 


Business Fluctuations 
and Forecasting 


By CARL A. DAUTEN, Ph.D. 


Here is a new type of book for your course in cycles or forecasting. 
It is a book that combines theory and practice. The early chapters 
deal with fluetuations and build background for the purpose of 
forecasting. It has the most complete section on forecasting of any 
textbook in the field. There are two outstanding chapters on “Fore- 
casting Cyclical Movements in an Industry” and “Forecasting for 
an Individual Business.”’ 


SOUTH-WESTERN PUBLISHING CO. 


Specialists in Business and Economic Education 
Cincinnati 27, New Rochelle, N. Y., Chicago 5, San Francisco 4, Dallas 2 


When you write to our advertiners, please mention The Southern Journal 


6 significant titles in economics 


e LABOR ECONOMICS 
by Paul Sultan 


A well-balanced, well-written study of the findings of recent research, which inte- 
grates prevailing theories of economy with the study of institutional changes. 


AN INTRODUCTION TO BUSINESS 
by John R. Craf 


A practical onentation to the broad phases of business and organization, manage- 
ment, and operation, with a valuable supplementary workbook. 


CONSUMER ECONOMIC PROBLEMS 
by E. Bryant Phillips 


A fresh and authoritative study of consunier econotics of unusual scope, presented 
in the light of modern economic theory, 


READINGS IN ECONOMICS FROM 


FORTUNE, Revised 
by Richard E. Mulcahy 


Valuable supplementary materials combining technical knowledge ot the held with 
Vigorous, Interest-sustaining writing style and approach. 


READINGS IN PERSONNEL 


MANAGEMENT FROM FORTUNE 
by William M. Fox 


Articles chosen according to what they contribute to an understanding of the basic 
job of any supervisor or administrator: the selection, development, and effective 
utilization of people. 


BUSINESS AND GOVERNMENT, 


Third Edition 
by Marshall Dimock 


A completely rewritten edition of a well-known work which explores thoroughly 
and directly the main issues of domestic and national economic policy. 


Henry Holt and Company _383 Madison Ave. 
New York 17, N. Y. 


Whea you write to our advertwers, please mention The Southern Eeonomic Journal 
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* [mportant New McGRAW-HILL Books | 


ECONOMICS OF AMERICAN INDUSTRY 


By EVAN B. ALDERFER, University of Pennsylvania, and Hob MICH, University of Delaware 
New Third Edition. 710 pages, $7.00 


A thorough revision of a basic text deseribing the economics and structure of such major American in 
dustries as steel, autos, chemicals, food, and textiles. It portrays the competition prevailing in each 
industry, with special emphasis given to their peculiar characteristics. Every chapter has been brought 
up to date, and a completely new set of illustrations added) Here is an impartial treatment pointing 
out elements of strength and weakness in each industry. 


ELEMENTARY BUSINESS AND ECONOMIC STATISTICS 
By ALVA M. TUTTLE, Ohio State University. 670 pages, $6.75 


An elementary clearly written text on business statistics. Essential material is covered in an under 
standable way, with even the simplest steps in arithmetic included. Techniques are emphasized, with 
statistical charts and tables exceptionally thorough Its unusual simplicity is due to very careful and 
elaborate explanation and illustration 


CONSUMER PROBLEMS AND PERSONAL FINANCE 
By ARCH Wo TROELSTRUP, Stephens College. New Second Edition SIL pages, $6.00 


Here is everything the consumer needs to know about running his family finances properly and spending 
his money wisely. The text, written for elementary college courses, takes the student from college 
through his future life as consumer and spender, applying directly to his interests and problems. Recent 
statistics and modern data have been inserted throughout the new edition, and each chapter has been 
thoroughly revised to reflect recent changes and research 


BUSINESS MANAGEMENT 


By LYMAN A. KEITH and CARLO bo GUBELLINI, both of Northwestern University 
3 pages, $6.50 

A sophomore text for business administration students providing an introduction to the broad program 
of business firm development. It deseribes the evolution of an enterprise with the product as the central! 


theme, and shows the successive stages of a firm's development. The many funetional areas of business 
activity are presented in a logical, orderly, and readily understandable sequence 


THREE ESSAYS ON THE STATE OF ECONOMIC SCIENCE 
By TJALLING C. KOOPMANS, Yale University. 220 pages, $6.50 


‘Three brilliant essays by one of the world’s foremost economists a) Allocation of Resources and the 
Price System, b) The Construetion of Keonomic Knowledge; and ¢) The Interaction of Tools and Prob 
lems in Reonomics. Professor Koopmans explains some recent developments in economic theory, com 
mente on the character and basis of economic knowledge, and speculates on the possible directions of 
future work in theory and empirical investigations 


SEND FOR COPIES ON APPROVAL 


McGRAW-HILL BOOK COMPANY, INC. 
330 West 42nd Street New York 36, N.Y. 
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Selected New RONALD Books... 


Commercial Credit and Collection Practice 


Warkous TH. Tnons, resident, Federal Reserve Bank of Dallas 
Doveras H. New York University 


Second Edition. Provides comprehensive 
treatment of the fundamentals and = prin 
ciples underlying sound eredit: and collee 
tion practice, By means of specific illustra 
tions, the techniques of analysis are 
developed and carried through to practical 
decisions. An entire new seetion is devoted 
to the important problem of consumer 


eredit; there are new chapters on foreign 
trade credit) and mereantile instalment 
eredit. Book gives particular attention to 
the role of the federal government and the 
Federal Reserve System in eredit: control 
and counter eyelical poliey. Aids students 
in accurately evaluating eredit risks and 
analyzing credit data. New questions and 
problems are included after each chapter 

110 tables; 784 pp. 


THE STOCK MARKET 


L. Lerrcen, Pennsylvania State University 


Second kdition. All the current funetions 
and operations of the stock market. Com 
pletely up to date, book covers basie prin 
ciples of investment and speculation, pro 
gressing tothe most complicated investment 
and trading techniques. New material on 
investment merits of securities, construe 
tron and management of security portfolios, 
leading trading plans. Analyzes stock prices, 


federal regulations, the customer-broker 
relationship, ete. an outstanding book 
in the field of Securities Markets —a beautiful 
blend of telling a complete story without be 
coming involved in details and mechanics 
There is no other book on the market com 
parable to it.’ Philipp H. Lohman, The 
University of Vermont. 

58 lis, tables; 626 pp 


CORPORATE FINANCE 


Donatpson, The Ohio State University 


Complete picture of the principles under 
lying modern business corporation's finan 
cial policy and practice. Stressing man 
agement'’s viewpoint, book gives the best 
legal and secounting advice on corporate 
financial poliey. Fully discusses taxation 
and its impact on the corporation and its 
owners. Covers: forms of business organiza 
tion, corporate strueture, promotion and 


financing by securities, expansion and com 
bination, reorganization, receivership, dis 
solution. Also covers short. and intermedi 
ate term financing, surplus, ete. Case 
analyses, questions, problems throughout. 
Instructor's manual available. “One of the 
best and most up-to date treatises on cor 

vration finance.’ “THE SOUTHERN 

ANKER. 48 ills., tables; 876 pp. 


ECONOMIC and SOCIAL SECURITY 


Public and Private Measures Against Economic Insecurity 


Joun G. (niwersity of Minnesota 
sr, University of Minnesota 
Cuerr, Saint Louis University 


Carefully planned textbook builds a set 
of analytieal devices and then uses these 
devices to evaluate the private and social 
insurances and assistances involved in sueh 
problems as old age and death, occupational 
disability and non-oecupational illness, 
unemployment, and substandard working 
conditions. It considers the soeial and 
politieal, as well as the eeonomie conse 


THE RONALD PRESS COMPANY 


quences of those programs designed to 
alleviate, prevent, and regulate economic 
insecurity. A thoughtful appraisal of the 
programs and suggestions for their improve 
ment are offered. Concentration is on prin 
ciples and understanding, and any abstract 
discussion of statistical detail or adminis 
trative complexity is avoided 

76 alls., tables; 689 pp. 


e 15 East 26th St., New York 10 
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THE AMERICAN ECONOMIC SYSTEM 
An Analytical Approach to Public Policy 


by Emanuel T. Weiler 
and William H. Martin 


Emphasizing the structure and flow of a fully 
developed market system, this flexible text 
contains a logical explanation of the American 
economy. The authors build a solid foundation 
in basic principles with the purpose of showing 
the nature of an economy and the inter-relation- 
ship of its various parts. With this background 
the student can more fully appreciate the issues 
facing the development of intelligent public 
policy in the following areas cconomic stability, 
long-term growth, the distribution of income, 
monopoly, labor, agriculture, and international 
trade. 

1957, 623 pages, S6.00 
A workbook to accompany The Amertcan Economic 
System has been prepared by Emanucl T. Weiler 
and Howard Hoag containing objective questions and 
research projects. A set of answers 1s 
available for the teacher. 

1957 $2.50 


She Macmillan Compa 


60 FIFTH AVENUE, NEW YORK 11, NY. 


Wheo you write to our advertuers, please mention The Southern Eeonomuc Journal 


INVITATION To Authors 


PAGEANT PRESS (AMONG THE LEADING PUBLISHERS IN THE U. S.) 
OFFERS TO PUBLISH YOUR BOOK AND PAY A ROYALTY OF 40%. WE 
ARE NOW PREPARING SCHEDULES FOR 1958 AND WOULD WELCOME 
MANUSCRIPTS IN THE FIELDS OF ECONOMICS, SOCIOLOGY, HISTORY, 
BIOGRAPHY, BELLES-LETTRES, RELIGION, AS WELL AS SPECIALIZED SUB- 
JECTS. WRITE FOR FREE BROCHURE SJ OR SEND US YOUR MANUSCRIPT. 
WE WILL MAIL YOU FULL DETAILS ABOUT PUBLICATION POSSIBILITIES 
WITHIN ONE WEEK. 


Seth Richards 
PUBLISHER 


PAGEANT PRESS 


Wanted... 
BACK COPIES OF THE 
SOUTHERN ECONOMIC JOURNAL 


There are frequent calls for complete sets of this JOURNAL, generally 
from libraries. Several of the back issues are out of stock. Anyone able to 
contribute, to sell, or to induce others to sell, any or all of the following 
issues will be rendering a real service. We will pay $1.00 per copy for any 
of the following issues in reasonable condition. 


October 1933, April, July and October 1936, January and July 1937, 
July 1989, October 1940, January 1945, January 1947, July 1947, July 
1949, October 1949. 


The Southern Economic Journal 
Box 1289, Chapel Hill, N. C. 


When you write to our advertisers: please mention The Southern Eoonomic Journal 


American Economic Review 


VOLUME XLVII September 1957 NUMBER $ 


ARTICLES 

Income Taxes and Incentives to Work) An Empirical Study G. F. Break 
Investment Policies and “Dualism’’ in Underdeveloped Countries A. O. Hirschman 
Inflation in Underdeveloped Areas: A Theoretical Analysis S. P. Schatz 
Factor Proportions in Japanese Economic Development Gustav Ranis 
The Multiplier and the Marginal Propensity to Import Mivohet Shinohara 
Factor Substitution, Consumer Wealth, and Growth Stability Franz Gehrels 


CED's Stabilizing Budget Policy after Ten Years ; WoW. Heller 


Review of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official! publication of the 
American Economic Association and is sent tu all members. The annua! dues are $6.00. Ad- 
dress editorial communications to Dr. Bernard F. Haley, Editor, Amencan Economic Review, 
Stanford University, Room 220, Stanford, Califorsia; for information concerning other pub- 
lications and activities of the Association, communicate with the Secretary. ‘Treasurer, 
Dr. James Washington Kell, American Economic Association, Northwestern University, 
Evanston, Illinois. Send for information booklet. 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 


in Cooperation with the Other Members of the 
Department of Feonomics of the University of Chicago 


The October 1957 s8sue contains: 


Workers Management in Yugoslavia Benjamin Ward 
Increased Rents from Increased Costs A Paradox of Value Theory Richard KR. Nelson 
A Study of Irrational Judgments Arnold M. Rose 
Interest Arbitrage, Exchange Rates, and Dollar Reserves Tred 
Employment Effects of Minimum Wages, 1938-50 John M. Peterson 
Demand Elasticities and the Foreign-Fxchange Marker Egon Sobmen 
The Back ward-Leaning Approach to Controls Abba P Lerner 
Ageregative Wage Theory and Money Hlusion K W. Rothschild 
Reply M_ Bronfenbrenner 
Rejoinder K W. Rothschild 


Books Reviews and Books Received 


FOUNDED IN 1892. Published bi-monthly: February, April, June, Aug- 
ust, October, December. Subscription rate for U.S.A. and possessions, $6.05 
per volume, for Canada and Pan American Postal Union, $6.50, for all other 
countries, $7.00. Single copies, $1.75. Special rates: $5.00 per volume for 
faculry members teaching business or economics. $3.00 per volume for 
graduate students in business or economics. 


The University of Chicago Press + 5750 Ellis Ave., Chicago 37, Ill. 
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Outstanding Irwin Texts 


ECONOMICS 
By Joun A. Guruniz, State College of Washington 


Designed for one- or two-semester courses in introductory economics, this new text 
is brief, concise, and easily understood by the student. Practical applications of eco- 
nomic theory are pointed out wherever possible so that students can learn how to 
apply theory to the problems of business and the world in which they live. 


INTRODUCTION TO MATHEMATICAL ECONOMICS 


By DonaLp W. Busnaw and Ropert W. CLowrr, both of State College of 
Washington 


This new book is the first to appear which provides the student of economies who is 
untrained in mathematics with a means of becoming acquainted with serious mathe- 
matical economies. It is mathematically self-contained and makes modest demands 
on the mathematical maturity of the student. 


PRINCIPLES OF MONEY AND BANKING 


By Hiram Jome, DePauw University 


One of the outstanding features of this new text is its simplicity and directness; yet 
the treatment is not oversimplified. It offers a realistic understanding of the principles 
and practices of our money and banking system and of the ways that these principles 
and practices have developed. 


ECONOMICS OF LABOR RELATIONS Revised Edition 


By Gorpon F. Broom and Hersexr R. Norrurcr 


This widely-adopted basic text contains much material on current problems in labor 
economics. It treats such basic economic concepts as the labor market, marginal 
productivity, business cycles, and labor productivity. The style of writing is clear, 
understandable, and nontechnical. An objective and balanced treatment is provided 
throughout. 
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